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CHAIRMAN HERSCHEL ROSENTHAL: Good morning. Welcome to the second interim hearing by
the Senate Committee on Energy and Public Utilities this week -- the other one, yesterday, and then
today. Yesterday we explored the direction toward diversification that many utilities are choosing.
Today I hope we will gain a better understanding of another direction that telephone utilities may be
headed without much of a choice -- competition.
There are strong forces at work out there in the two separate systems of local and long distance
telephone service. Dramatic technological change, federal regulatory decisions, and corporate battles
to provide new services continue to force competition and pressure regulators and legislators to
deregulate.
But as far as I can tell, the policy among telephone service providers seems to be "regulate them,
but leave our options open."
As Chairman of the Committee I have seen Pacific Bell work hard to hold on tight to its secure
local customer base. Yet, we continue to see a great emphasis by 3ell to promote greater flexibility in
the services it provides.
I have seen AT & T continue to support amendments to legislation to deregulate their rate
proceedings in the state. Yet, we are unsure if actual competition among the long distance carriers
exists to allow continued competition, instead of recreating a monopoly. I know AT &T will be pushing
this year to convince us that competition does in fact exist, and I am glad that we can give them the
opportunity to finally present their case here before Senate Committee members.
And finally, I am not sure that I have seen adequate planning for future competition from the PUC.
I agreed with their initial decisions on competition in both the intra- and interLAT A areas-- but I have
seen little else since 1984 to indicate that a clear policy on competition is emerging from the
Commission for such a rapidly changing marketplace.
My major concern is what greater competition will mean for the California telephone user. Gallop
just released a poll showing that three years after the divestiture, telephone subscribers are

still~

confused than upset about their telephone service. But if the blitz toward competition, and shifting
service responsibility, is as sweeping as I think it could be, ratepayers will be confused and upset. Not a
good combination for us legislators to deal with.
I am pleased, and we will hear later from Senator Loren Schmidt of Nebraska. He has made a
special trip to California to discuss at this hearing how his state became the first to totally deregulate its
telephone network. As my counterpart in the Nebraska Legislature, I hope the Senator will be able to
share with this body any lessons of similarity that the California Legislature should know.
But California _!!different. It is bigger than Nebraska -- much bigger, much more diverse, and
greatly more populous. The stakes are important here, and that's why I hope we can use this hearing to
better determine the direction of utilities, competitive providers and our regulators in coming to grips
with the forces of competition.

-1-

Redefining how California ratepayers use their t:llephone, and how rnuch they will pay for these
new

choic~J·>,

is what's at stake.

We really have two separate hearings today. The first half will explore the prospects and problems
of local telephone coTl;:>etition. The second half will explore how much competition exists in the long
dist8nce marketplace <'lnd whether

/~T&T

should be granted its request for greater "flexibility."

I.!Jith that, following the format, we will have the panel n!l come up here:
competition, the "intnLAT/\" three members fro·Tl Pacific '3ell,

C~eneral

Association; and then we \Nil! :1ave the panel come up to respond to
iJ!r. Jensik, and i·Ar. Leonard, please.

thr~ir

the local telephone

Tel. and California Telephone

presentation. So, Mr. Schmitt,

And we'll st1rt off with Mr. Schmitt.

He's Vice President,

i<egulatory Proceedings for Pacific Bell. Yes, sir.
MR.

l~EOf~GE

F. S(:HMITT: fhank you, Senator. Good fnoming. Thank you for inviting us to come

here today to talk a little bit about the impacts that we see that we need to deal with together if we were
to decide to go into a competitive mode for telecornmunications totally here in Calihrnia.
I think the first question we need to ask ourselves is, will there be advantages to the average
customers froTl total competition, and if there is, when will those advantages occur? Let's explore a
little bit how we do things in California today. Rates in

~::=alifornia

are average throughout Pac::ific 3ell's

territory, so that a rural customer up in Yreka p11ys the same telephone rate as the residential customer
in the metropolitan area like San fJiego.
Over the years the rate structures in C:alifJrnia were set so that we'd flow large subsidies fro11long
distance markets to all of our basic services. And in r::=alifornia, because of that, we have the lowest basic
r3tes across the state of any state in the nation. And long dist::nce charges in the "interLATA" phone
market are priced very close to the charges that are made by interexchange carriers for telephone calls
over si.Tlilar distances.
Now, why was this rate structure established? We believe it was established to provid:J universal
service throughout the State of California and to provide subsidies to ensure continuing low rates for
access to the network. It establisi1ed the loc8l exchange company as the provider of last resort with
anyone who wishes to have telephone service within their

--- territory.

So as we de8l with wh:1t to

do with competiticm, we need to bear in mind the totality of the impact that will occur to our customers
if we were to proceed forward.
r~oN

I'll try to address the questions that were asked in tt1e agenda for this meeting: What should

the course be in California? I think first we need to decide if we want as public policy to continue to have
StJbsidized access to the network at the rates throughout the Pacific Bell territory. We also need to
decide whose services and which services should be subsidized in the longer term. We need to decide
where the subsidies will come fr.om if we want tl1em and who will provide them before we decide
competition is inevitable and start on what I believe would be an
customers, not utilities, not

r~gulators,

irrevr~rsible

process. And I :)e!ieve that

and not the governrnent, should be our prime concern as we go

forward in this area.
There is already substantial competition in Pacific 3ell territory in many markets. We have PBX
and CP providers co ·npeting with Premier services and ::=entrex services in our state.
- 2-

We have

competition in the high speed data market. We have competition in the area of special networks here in
California. I submit that competition will also come in the near term as new markets develop for
enhanced services and information service providers.
We believe that that should be allowed as long as allowing that kind of competition does not do
violence to establish public policy or basic residents' services, as it is my belief that the people of
California are not prepared to deal with the sudden changes that would occur inevitably in basic rates if
an end to subsidies because a competition would occur.
How are present policies affecting the network?

I will speak only about the local telephone

network. Today, policies say subsidies will flow from long distance and discretionary services to
subsidize basic rates. My company, Pacific Bell, wi!l shortly be proposing a new regulatory framework
through the California Commission that flows to a large extent from an excellent report they made
called "Charting a Sustainable Regulatory Course." We believe this will suggest reasonable approaches
to dealing with this challenge. And I would add that basic rates, the lowest in the country today, and high
quality telephone service being provided to our customers, that we need to ask the question again, why do
we want to change public policies for universal service in this state.
I'll outline for you in just a minute, in the next minute or two, some of the key components of our
New Regulatory Framework. There really are five of them that we will be proposing. One is that we will
continue to have regulatory oversight. And by that I mean we do not expect the Utilities Commission will
not continue to audit, to look, to judge whether the services that we're providing or the quality they want
and the prices that we are establishing and charging are reasonable and fair to our customers.
We also believe that in this new framework that incentives and risks should be brought to bear upon
our company; that is, we would agree that we would not file rate cases and that our shareholders and
owners would bear the impacts of reduced earnings if they were to occur, but that if earnings came above
a targeted rate of return, that those would be shared equally between our business and our customers.
Thirdly, we think that over time interexchange carriers should continue to provide some subsidies
to basic services. We don't believe that the levels at which they are flowing subsidies to basic service
today should be continued in the long term, but over time. Even as though subsidies are reduced, there
should be some value paid towards the subsidization of basic service by interexchange carriers.
And finally, in order to accomplish this without upsetting the way we currently structure rates
around the state, we believe that Pacific Bell should maintain an intraLATA toll franchise, so that we
can begin to rationalize rates as we go forward.
Another question that you asked was, can other state models for deregulation be used? I believe
they should be considered, they should be studied, and they should be looked at.

But we need to

rernernber, as Senator Rosenthal mentioned in his opening remarks, that California is very different than
the other states in this Union. Our access line growth in California, for an example, exceeds 200,000
lines a year.

In a state like Nebraska, that might occur in a decade. Another unique thing about

California is our intraLAT A toll market from which major subsidies flow to basic rates is more than three
and a half times larger than the intraLA T A toll market in the next largest state, as best we can tell from
reports that we get now. So certainly we should look at what other states are doing, but we need to bear
- 3-

in rnind very carefully >Nhat is different in -=::ali fornia before

v1e

decide to go forward

ot~ a

course that will

be irrev•3rsible once it begins.
Another question you

as~ed

is, how long a tr'3nsition period should there be? My answer to that is I

can say -- I don't know what our appetite will be for rationalizing the price structures and changing
public policy if we were to

.~mbark

on competition. It is my belief that we need to deal with all of the

issues beforehand and not end up as we are today dealing 'Nith inside wire with so'Tlething that surprised

all of us and something that was, in a way, foisted on the people of :..:alifornia by a federal regulatory
body.
I believe, however, that we do need to begin to change the existing regulatory structure and get out
of the contentiousness of rate c!1ses and the bickering that goes on between us and the Utilities
Cornrnissio'l and intervenors for long periods of time, as we are currently involved in. And we believe
that so:ne of that could well result from a full study by all of us of what we will propose in our New
qegulatory Framework.
Another question you asked is, how do telephone customers win or lose? I think the fundamental
question and really the main one that we have to ansNet' is, what will happen to universal service and
what will hapren to prices for basic residerltial s.-:!rvice? And once we undet·stand that and we determine
if we want to change existing policies, then I believe that we will know who the winners and losers would
be.
In surnrnary I'd like to say, let's work together on this. We need to consider the public policy
changes very carefully and pri'Tlarily from a customer viewpoint and deal with all the issues
jump in a:1d decide that we want to be like
extensive deregulation.

"Jebras~a

~efore

we

or any other place t11at's experimenting with

I believe we need to give careful consideration to our propos:1l, the New

qegulatory Framework, get your input and others' to see whether or not that is the way vve wish to
proceed and then decide how we want to go forward with our custo'Tlers being the prime concern of all of
us. Thank you for your time this morning.
CH/\IRMAN ROSENTHr'\L: Yes, Senator !<eene.
SENt'\TOR BARRY KEENE: I'm just wondering if you're going to get into specifics at any point.
Your comments seem to me to be very gener;:ll, vaguf!, of a public rP-lations naturP-, and not with a great
den! of substantive content. Is there going to be rnore of a specific nature

Ol' W{J.S

that not

contc~rnplat·~d?

I don't know.
~,t1F~.

SCf-lMITT: Senator, I have---we had :-mticipated---

SENATOR KEENE: O!:Jviously we should all work together and we should:1't jurnp ahead of the
game.

~ertainly.

~~n..

You know, everybody knows that.

SCHMITT: We had anticipated filing our New Regulatory Framework last week, but we did not

do so, so I unable to bring that to you as a file package. I've outlined a few of the things that'll be in there.
Surely

'Ne

can---1 can tell where subsidies flow and how big they are, who the recipients are. But I guess I

had not intended to go into depth and details about it. I can if yo·.J wish.
SEN/\ TOR KEI:-:NE: Well, I don't know. I guess it's up to the Chairman and the Committee. But I
didn't learn

ct

whole lot. l'rl

h3l(~

to he so blunt so early in thP rnorninCJ.

- ~~ -

MR. SCHMITT: That's all right.
CHAIRMAN ROSENTHAL: Let me ask a couple of questions. Isn't your latest rate proposal to the
PUC really a social contract to allow you to compete in other ways?
MR. SCHMITT: It's a social contract, Senator, but it's not necessarily designed to allow us to
compete in other ways. It's a proposal of Paci fie Bell and for Pacific Bell and its customers. Our intent in
that proposal is to stabilize basic rates at the figure that comes out of the current rate case that is
pending before the Commission to bring business rates to cost for access, so that the subsidies would
remain targeted primarily to residential customers and that those business rates as they're raised to cost
would result in lower rates for long distance services throughout the state. So, if you're a big user of long
distance services, which most business customers are, they would see an offset in their toll rates to
match the increases in their basic rates. They're pretty closely matched up.
CHAIRMAN ROSENTHAL: Tell me what you think would happen in California if the PUC allowed
intraLAT A competition?
MR. SCHMITT: I think, Senator, that we would see a shift in the subsidies in this state. And I
generally use for every hundred million dollars of intraLA T A toll that we would lose, there would be a
shift of about a dollar to basic rates, if it all went to the residential consumer. Obviously, some of that
would also go to business customers. But basically, for a hundred million dollars of loss in revenues in
market that creates subsidies, it would result in about a dollar in basic rates.
CHAIRMAN ROSENTHAL: Would that be good or bad?
MR. SCHMITT: I guess if I were to look at it strictly from our business viewpoints, I'd rather have
the costs on basic rates, but I don't believe that that is socially or practical in this state or that public
policy would allow that to happen. The advantage of basic rates being higher from a business's viewpoint
is that the charges become relatively recession proof. When you're talking about toll use, each customer
can cut back on that and therefore reduce their bills. We have chosen not to propose that increases go to
basic rates.
CHAIRMAN ROSENTHAL: Are you satisfied with the way the PUC is answering the social sets of
questions that you posed? Or do you think the Legislature ought to do something about it?
MR. SCHMITT:

I can't answer that yet, Senator.

We have---we had the report, "Charting a

Sustainable Regulatory Course," from the Commission a couple of years ago.

Not much has really

happened to bring that to fruition. We believe that our New Regulatory Framework proposal will begin to
cause that dialog to occur again •.A.nd I think that public policy can be helpful. On the other side of that, I
believe that as representatives of the people here the Legislature should have input into what we're
doing.
CHAIRMAN ROSENTHAL: Is Pac Bell planning competitive local service in the future? in the
next five years? in the next ten years?
'v1R. SCHMITT: We are not planning it in the basic services. However, if we were to have the
ability to get into enhanced services or information services as part of our network business, the Pacific
Bell business, we would expect that the terms and conditions for our entering information services or
becoming enhanced information service providers would require that it be done on a competitive basis.
- 5-

'\nd I think th<'lt would be proper, because those services would not be priced to continue to flow subsidies
to basic rates.
CHAIRMAN ROSENTHAL: OK. We've been joined by Senator Hart. Good morning.
All right, Mr. Jensik, the Revenue Director of General Telephone Cornpa11y.

MR. JOHN M. JENSII<: Good morning, Senator Rosenthal. I enjoyed your opening rernar~s and they
fit nicely with some of the things I wanted to talk about today with regard to co't1petition within the
LATA.
General Telephone Company believes that co,npetition in the telephone environment, both inside
the LATA and outside the L/\ T.A and anywhere near it, will promote a lot of consumer choice and
probably lower prices.
Now consumer choice can get translated into consumer confusion rather easily. And yoc.J pointed
out, for instance, that in the three years since divestiture, based on your studies, the confusion factor has
gone up astronomically. At the sarne time, in the three years since divestiture, the price per toll of the
highest priced toll that's av3ilable, which happens to be AT &T's, has gone down by roughly 25 percent. So
you see the same kind of phenomena in a sense going on in the telephone industry that you rnight have
noticed in the 2irline industry. Customers have a lot more choice. They can price shop between various
carriers. But the tradeoff for that is

:1

certain amount of confusion in how to get the best price. And I

found in my discussions with many consumer groups that that's a tradeoff that is there, they're aware of
it, and they don't like it, but it co·nes with the benefits of competitian. It does come.
CHAIRMAN ROSENTHAL: Let rne just break in, because, you know, it is true with the airlines, for
example, you can shop for the best way of getting fro'n here to '\lew York. But how do you get to Fresno?
MF~.

JENSIK: You may have to pay more to get to Fresno than you did previously.

CYAIRMAN ROSENTHAL:

That---that's---that's the thing that l want to cannect with here in

terms of deregulation of the telephone system.
M~.

JENSIK: That's right. A uniform, well-defined, highly structured kind of enviroil ne:1t can't

exist or does not lend itself well to the competitive environ"'nent. When you buy competition, you get the
gond things that competition brings and you also get some of the bad things. Now, you know, when I think
of an automobile, for instance, I enjoy the idea that I can go out and choose between various kinds of cars,
cars that may be very expensive and carrying you around in luxurious style or cars that cost $4,000 and,
you know, are guaranteed to run at least until I get thern out of the parking lot. That's a nice choice, and
I'd rather have that than an environment in which I have a uniforrn available automobile for all the
citizens of the State of California without regard to whether that's the automobile they wanted to buy or
not. You know, there's a tradeoff there.
Now, I'm not sure how competition is structured in Nebraska, and I'm looking forward to finding
out. 3ut it is---it's my contention that if we're going to have co't1petition here in California within the
LAT/\, if that's deemed a desirable thing, a first step that has to take place is we have to establish an
e:wironment in which it can take place •.And th3t, you know, in other words, when I think uf deregulation,
when I think of competition, I don't think of Of<, tomorrow everybody can do anything they want within
the L/\ T A. That's clearly deregulation, but it's also a little irresponsible.
- 6-

What we're going to have to do because of the big players that are in this and the customers that are
involved is say, you know, what are the ground rules? How do the competitors within the LATA deal with
each other?

How do the competitors deal with the exchange telephone company?

How does the

exchange telephone company deal with other exchange telephone companies? It'll have to be different in
an environment where competition is deemed desirable.
Now, I think there's an answer in place.
CHAIRMAN ROSENTHAL: Does that exist now?
MR. JENSIK: Does which exist now?
CHAIRMAN ROSENTHAL: Guidelines.
MR. JENSIK: Guidelines exist, but they're guidelines that were established in a very monopolistic
environment. We've got a set of rules and regulations that were developed over the last thirty years that
were developed for an environment in which there was a close partnership between exchange telephone
companies, they didn't step in each others' turfs, and there was one primary long distance company that
guided, you know, everyone's marketing ideas; and that was AT & T. Now, those are nice guidelines. I
mean, you know, they work swell as long as you're going to make up your mind that you have one long
distance company in the state and that you have nicely bracketed exchange telephone companies who
never offer a competitive venture against one another. They work well in that environment. But they're
not the kind of rules and regulations we need to allow multi-provider competition. Now this leads me to,
you know, what happened.
How did multi-provider competition happen in the federal arena? Well, it happened in the federal
arena by legislating or making the law of the land access charges, charges which telephone companies,
exchange telephone companies, provide to all long distance companies eventually on an equal footing so
that fair competition can take place between the contenders. That access charging arrangement which
is an arrangement that lends itself to a multi-producer environment is extended then in this state to the
interLAT A environment within California, and it's a mechanism that's used. It can be, if it's desirable,
extended to the intraLAT A environment. It can be brought within the LATA and it can be used as the
mechanism by which various providers of telecommunications both purchase what they need from the
local exchange company and what various local exchange companies use as the mechanism to purchase
what they need to make competitive offerings within the LATA from each other.
If you want competition, you can have that.

That brings with it, that brings with it certain

repercussions. The repercussions are, and you've brought this up too, you know, like it or not we're going
to have intraLAT A competition. It just keeps on coming in all the time. Customers enjoy seeking out
lower prices. /\nd unless you put severe barriers to entry, you're going to find it difficult to keep them
fro;n seeking out those lower prices. And those lower prices amount to intraLA T A competition in one
for'n or another.
Now, with that and with access charges, a phenomena has taken place on the interstate side, and I
believe it would eventually take place on the intrastate side; and that is that the telephone company loses
the ability to be the Lily Tomlin provider of communications to the customers in the LATA. They're not
the only acting tone (?) in an environment where various companies can interconnect on a relatively
-7-

equal footing. And what this

elimina~es

from the telephone company is the very thing that's been alluded

to before is that ability to maintain a pricing system that achieves certain social goals that have been
dee'ned very valuable in this state. Those social '.Pals translate very si;nply into the ability to

~naintain

residential telephone service at rates that are well below cost today, at least some measures of cost.
So now we say OK, we've got a mechanism that we could use to pull into the LATA; and if we use
that mechanism to pull into U.\ T ;l., if that's deemed desirable, if the conpetitive benefits are so
wonderful, there's this threat or perceived threat to the ability to foresee---to continue to keep local
rates at a very low rate. And I'm going to take a little different tack at solving that problem if in fact it's
deemed desirable that co:npetiti:m is a good mechanism •.And that t:1ck goes like this: It bothers me a lot
that we spend so much time in what I'm going to call a paranoid pursuit of maintaining residential rates
well below cost for all residential customers using regulatory barriers to keep things in place; in other
words, I':-n going to look out the window and I'm going to decide, is he a residence? Oh, good, he's
deserving; I'll let hitn pay a little less. Is he a business" Oh, OK, he's---he's going to buy the same thing,
but he's not quite so deserving. He's going to pay a little more, plus he's going to pay for all his usage on
the network.
The problem is that not all residential, to sound like an economist now, not all

r~siclential

customers' consumer surpluses are being used up here. The vast majority of residential custo·ners in the
State of California could easily afford to pay a good deal more for telephone service than they do today.
1\nd if in fact pricing mechanisms are put in place, in the local exchange companies' tariffs, to permit the
extrCiction of this greater a;nount of money that some of these custo;ners are able and willing to pay,
these :nonies can be used within the closed environnent to see to it that we keep the rnore <narginal
customers on the network and with us. The :nore marginal custorners being-- I'll define those as the ones
who are in some sense willing to conserve and the trade they'd like for that is the ability to have low-cost
telephone service available in their horne that serves all their voice (?)great needs.
So, I don't see---1 don't see the notion of intrall\TA co'llpetition as necessarily being the threHt to
great market penetration >Vi thin the LATA for residential customers, that it may widely be held it is.
However, I don't think that you're going to establish an erJvironment in which it doesn't present a threat
by saying, OK, hands off, go to it, do what you want. l think the establishment of the environment has to
be a partnership between the regulatory body and the state and the telephone companies in the state.
Now, you asked whether legislation was necessary in order to make that happen, and !'11 just jump
right ahead and say, from 'llY perspective I don't think legislation is necessary to make that happen. I
think th,qt the expertise in what is a complex industry, the telecommunications industry, exists in the
telephone cornpanien; and it exists in the CPUC, in the st3ff. And I think between them they can, if
c:Jmpetitive environrnent is deemed desira:)le, they can bring that to fruition in a way that will not spell
devastation to the local exchange rates in California. I think that's more desirable than trying to force
fit solutions onto an industry when adequate expertise may not be available, to make sure that's the
solution that we really all want in the long run for the communications industry.
I think I've just said rny conclusion.
CHAIRMAN ROSENTHAL: Have any other of tl,e general local telephone networks in the United
- 8-

States been deregulated?
MR. JENSIK:

Again, deregulation scares me -- the way people use the word. Other telephone

companies that-- our general telephone companies have faced or are involved in the implementation of
various schemes to allow what amounts to intraLAT A competition. The answer there is yes. I have a
very difficult time even conceiving, you know, what the word "deregulation" means, because I think to
myself,

w~ll,

give me an example of a really deregulated industry; and I come up with the fast-food

hamburger joints. And yet, they are subject to a good deal of regulation and laws. They cannot just
operate on a whim. And the same thing would be true within the telecommunications industry. So there
are various structures out there that GTE companies are involved in that allow what I'll call more
competition within the LATA than what is perceived as allowable in the State of California today. Yes.
CHAIRMAN ROSENTHAL:

For example, would General be able to expand its telephone

subscription service in the State against Pac Bell if more competition existed?
MR. JENSIK: I'll answer that in a couple of ways. First of all, if you want---if you live in General
Telephone territory today, and you want Pacific Bell's service bad enough, you can buy it today. It's
called FX. And what'll happen is the phone in your living room, where you live now in General territory,
when you pick it up, will give you a local dial tone somewhere in the nearby Pac Bell exchange. And by
the way, the feeling is mutual. Somebody in Pac Bell's area might decide they want our service. And
sometimes, for instance, for funny reasons, like vanity, people decide they want a certain telephone
number that's outside their area. So, to that extent, the availability of the other company's local dial
tone in your residence is available today on a competitive basis. Once again, it's a service that's sorely
underpriced and it's one of those opportunities that we are passing up that would generate monies that
could be used to provide low priced local service to those who wish they'd have low priced local service.
So that's available today.
Now what's not available today is if you live in the franchise territory of General Telephone and
you'd like local dial tone in that serving area and you'd like to pay Pacific Bell's price for that. That isn't
available. Could it be available in a new environment, you know, in some sort of wild imaginings with
regard to access charges? I personally think not. I personally think not for a reasonable amount of time,
any more than you can buy---any more than you can buy milk for the same price as the guy who sells it ten
miles down the road in your local grocery store. If you go to your local grocery store, you pay your local
grocery store's prices.
CHAIRMAN ROSENTHAL: How do you think long distance companies, especially AT & T, would
respond to opening up the local telephone competition?
MR. JENSIK: I get some mixed signals, personally, on that issue. Some of them go like this. Some

of them go like, let me in there, I'd love to be able to sell some of that shorter distance toll. And to the
extent their prices are competitive, if an environment was made available by which consumers could get
that shorter distance toll from them at that lower price, I would expect the consumers would like it as
well.
On the other hand, I agree with some of things George had to say. And one of the things George had
to say is that at least for the foreseeable future, the local exchange company i3 sort of the electronic
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local distributor of telephone calls, has been asking the interoxchange carriers part of the freight to help
support the plant that's out there. .And in an access charging o.'lvlrownent, that same support could be
garnered from shorter distance toll calls. I mean, yo•J know, the LAT/\ boundary is just an arbitrary line
on s map and somebody could have moverl it; and all of a sudden what was a sacred interLAT A csll is now
a sacred intraLAT A call.
So, frorn that standpoint, some of t'te feedback that I hear is "don't necessarily throw me into thet
briar patch, I don't know that I want to pay the price to carry toll calls Nithin that LATA if it's the saf'le
price I have to pay to carry calls outside that LATA." 13ut thP ultimatP Pxtension of access charq<>s says,
"it should be the same price, you're buying the same goods, you're buying distribution from !ne, you pay,
you can distribute it; after that, I don't care if you carry it to \!Iars or you carry it across the street; that's
up to you, Mr. Long Distance Company." t3y thP way, an aside to th;lt is that it would I:Je rather nice as a
company if they're going to be allowed to come into the L.AT A to compete for intraLATA toll fCJr General
Telephone and I'm sure, I don't know if I speak for all the other exchange carriers, but for Gener::il
Telephone to at least be given the right to go outside the LATA and provide competitive interLATA totl
to the customers in our franchise territories. That's something that's not perrnitted.
CHAIRMAN ROSENTHAL: Yesterday, I don't know whether you were here, we were talking about
tho wire repair issue in-home, within and without.
MR. JENSIK: Yes.
CHAIRMAN ROSENTHAL:

Are you concerned that further competition will bring further

confusion to tho consumers?
'vH<.. JENSIK: No, but I'rn a bit of a renegHcie. First of all, llivPd throuqh til(' durpqulation of insidi'

wire when I lived in Connecticttt. .And it was the biggest nothing since, you know, I don't know, the latest
fad cereal. I mean, it happened and now it's that way. It happened quite a whiie ago. And many of the
people chose not to pay to have their inside wire fixed. I mean, this is the---you knovv, I always ask myself
the question: \Vho's going to pay insurance---or who pays insurance today, for instance, to have their
electrical wiring fixed in the house? Or how about garden hoses? Or how about lawn furniture? Or all
the myriads of other things we have to fix every day around the house? You always face a choice. And
that choice as a consumer is, if it looks complicated enough and I'm afraid I'm going to screw it up, I might
call in a handyman who professes to know how to do it better than I do and he may fix it or he may screw it
up worse. l3ut in any case, ..•
CHAIRMAN ROSENTHAL: There's a little bit of a difference though, because tho telephone--that service was always provided and people always expected that that was going to happen. If there was
so:nething wrong, they contacted the company and the company came out and fixed it. So we're taking
away from them what they

USl~d

to have. It's not the sarne as fixing your furniture that you know is going

to have to be repaired.
MR. JENSIK: There is no doubt about it. 'Ne have changed the environment. In fact, we could have
had an environ:nent in which the electric co'npany was quote, I'll say, ''forced" to come out and fix
:.mytlling that wPnt wrong with the Plectrical wiring in yom house and they also would havn been requircj
to own that electrical wiring; and therefore had it in their rate base and pay all the people who go out and
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fix it. And the premise would be-- I mean, this is a counterargument, but I'll give it to you anyway-- that
maybe society would be better off if it were done that way.
Now, with telecommunications, we're on the flip side of that. It was decided somewhere along the
line that the telephone company's plant wouldn't end out at the street or out at a protector. It wouldn't
end -- in fact, a few years ago it didn't end until it got to the end of the curly cord that went right up to
your ear. And we've backed off from that. And now there's CPE competition. And I'm going to tell you
that I think society is a whole lot better off. I can pick between more telephones than you can shake a
stick at and take advantage of a lot of the advantages, including very simple telephones that are very
Inexpensive. I mean, so inexpensive that at a dollar and a half a month, you know, I've paid for this
telephone---well, it depends, I mean, I got it free at the lumberyard with $20 worth of lumber. But
anyway.
Now, I'm backing up and I'm going through the inside wire. And it's a change. Yeah, sure, it's a
change. Is it going to be for the better or for the worse? Well, you know, I personally believe it will be for
the better as far as the cons·umers are concerned. But on the other hand, if I was a consumer who wanted,
you know, guaranteed response from a monopoly somewhere, then I wouldn't think it was for the better.
CHAIRMAN ROSENTHAL: Thank you very much. William Leonard, Assistant Vice President,
Revenue, Continental-Telecom, Inc., representing California Telephone Association. Yes, sir.
MR. WILLIAM N. LEONARD, JR.:

Thank you, sir.

Good morning, Senators.

Thank you for

providing this opportunity to speak to you today on the subject of local telephone competition.
Continental Telephone Company of California (which I shall refer to throughout these remarks as
"Continental") owns and operates a local exchange telephone system in various rural areas of California,
Nevada, and Arizona. Over 90 percent of Continental's nearly 240,000 customers are located in mostly
rural areas of California. Continental's service territory totals approximately 20,000 square miles, with
a density of approximately 11 telephones per square mile.

Continental's investment and operating

expenses per telephone are much higher than those of the telephone companies that serve the state's
metropolitan areas. For example, in contrast to Continental, Pacific Bell has a density of over 300
telephones per square mile in its service territory, and General Telephone of California has a density of
more than 375 telephones per square mile.
Continental is a subsidiary of Contel Corporation, which is a holding company that owns 34
telephone companies serving in a total of 33 states nationwide. Conte! performs administrative and
financial functions for these companies through a centralized subsidiary known as Contel Service
Corporation. The Western Region of Conte! Service Corporation, located in Bakersfield, performs these
administrative functions for Continental, as well as three of Contel's other operating telephone
companies in the Western Region.
Continental is frequently included in the company of Pacific Bell and General Telephone of
California as a representation of the state's total telephone customers.

Continental, however, is

actuall>' an aggregation of many small rural serving areas and would therefore be more accurately
compared to smaller telephone companies, such as Citizens and Roseville, in terms of operating
characteristics. Victorville and Manteca are the largest areas that Continental serves in California.
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1\s a rural company, Continental is finding that current trends in terms of deregulation and

competition in the telecommunications industry are placing us and our customers in a bit of an awkward
spot. Competition has been introduced into various segments of our i)IJsiness because it was felt to be in
the public interest. /\ fter all, competition means 'llore choices, lower prices, more convenience, and it
puts the spurs to efficiency.
The spre8d of competition and deregul8tion has brought about a ste3dy trickle of co.'l!petitive
activity in many of our (Continental's) serving areas. We're competing with the interexdnnge carriers
for services such as operator services and billing and collection.
arrangwnents spring up.

New fiber networks are in evidence.

We're seeing shared tenant

':eltular telephones and :_ocal 1'\rea

Networks are other forms of co:npetitive alternatives whose av8ila')ility is growing.
co:npeting with our vey own tariffs, specifically in the

c~3se

We're even

of switched access versus special access.

tv1ore inroads will no doubt be made as time goes on.
All of this, hoNever, has so far had little relevance to the basic exchange access service provided
by rural telephone companies like Continental. Largely because of the low population density of our
servica territory, Continental to date has not received a single request fro'll a competitive long distance
carrier to provide equal access. Except for the presence of a fe'N small

resellr~rs,

customers the "fruits of competition" in the long distance markets has meant,

:::~nd

for most of our

will continue to 'l!ean,

"Thank you for using AT & T ."
In addition, there is nothing that technology can presently offer that directly rivals the local loop.
There don't appear to be any major breakthroughs immediately on the horizon that would alter this
outlook either. Consequently, there is going to be very little opportunit; for any tangible of

cornpeti~ion

to be felt in the local exchange (certainly for rural America, that is) in the foreseeable future. 'Nhile
some of t;,e benefits of competitive products and services will, no doubt, eventually je felt over time,
nevertheless in a very real sense, the majority of Continental's customers, and the core of its business,
are -- and will remain -- on the periphery of the technological revolution that is sweeping the
telecommunications industry.
In sharp contrast to the circumstances enjoyed by the urban customers and large users whose
business the competitors in this industry are now so ardently wooing, for Continental's predominantly
rural customers the erosion of traditional mechanisms supporting universal service-- and the attendant
inexorable upward pressure on local rates-- will bring 1vith them little offsetting be:1efit in the way of
competitive product and services.
Continental is particularly concerned that the trend towards increasing competition and
deregu13tion in t;,e telecommunications industry presents a threat to the mechanisms that have in the
past enabled the goal of universal service to be reali?:ed. Of course, it's not difficult for anyone to point
out the flaws inherent in a subsidy-based, regulated system.

Many of the pricing structures an1

regulatory controls in this industry are depression-er3 relics that are viewed by policy 11akers in
WashirHJlun

<W

constittJtinq

~lll

i1npndimPr1t to

tilt~

tJrowth llf o1n· flt}W ''tllformlt.itlll socitJty."

!-ul'flwrrnor•~,

the introduction of competition has made the regulatJry syste:ns that helped bring univet'3al service to
high-cost rural areas impossible to sustain in the f:Jture.
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Yet universal service, and the preservation of universal service, is a matter of paramount concern
to Continental. Universal service is not only a fundamental commitment that our customers expect us to
live up to, the preservation of universal service is also clearly in the public interest.! Moreover, it goes
without saying that Continental is anxious to protect the legitimate interests of its stockholders. It's
probably safe to say that nobody else would have undertaken to make the investments our company has
made in our rual serving areas without the expectation of earning a reasonable return on those
investments over their useful lives. To the extent that universal service is endangered, so too is the
realization of our stockholders' investment. It is for these reasons that Continental is most interested in,
and most supportive of, alternative approaches to means by which support to high cost rural serving areas
may be continued.
In this connection, we were especially gratified that the California Public Utilities Commission, in
its progresive and far-reaching Decision No. 85-06-115, established a state high cost fund for the very
purpose of assuring the maintenance of universal service in California. In recent weeks the California
Telephone Association has formulated a comprehensive plan for the implementation of this fund to be
effective coincident with revisions to existing support mechanisms that are anticipated as a result of the
final Commission decision in Pacific Bell's pending general rate case.

This plan will be formally

presented to the Commission in hearings to be held in December.
Having expressed the foregoing concerns regarding (1) the impact of competition on rural
telephone customers, (2) preservation of universal servicet and (3) recovery of our stockholders'
investment, let me hasten to make clear that Continental is most emphatically NOT opposed to
competition as a general proposition.

We believe wholeheartedly in the notion that where viable

competitives and entities can and do exist, then the play of market forces will provide greater benefit to
customers, and at lower cost, than any form of government regulation. On the other hand, Continental
also firmly believes that where there IS no effective competition, then regulation is clearly in the best
interests of all concerned -- the customer, the telephone company, and the stockholders.
Obviously, in today's environment, the job of determining on which side of the line (competitive or
noncompetitive) a given situation, service area, market area, company, customer, or whatever, ought to
be classified can be a complex and difficult task.

We are in a rapidly-changing world in which

generalizations are often tricky, and where the particular circumstances that might pertain to one
particular time and place cannot automatically be assumed to also apply to a different time or to a
different place.
It will require considerable resources and skill to accomplish what Continental believes to be the
most appropriate course of action in seeking to bring to as many customers as possible the unquestionable
benefits of a competitive telecommunications marketplace, while at the same time guarding against
adverse side effects on customers and companies where there is, as yet, no competition. That course of
action is one in which cautious and gradual transition is the name of the game. Careful consideration of
service characteristics and market conditions must be undertaken to determine whether, and at what
pace, the competitive model should be permitted to supplant traditional regulatory processes. In our
view, the California Dublic Utilities Commission is following such a plan and is doing a commendable job
- 13-

of dealing with and managing the changes in this industry in a rational rmd resp•:Jnsible 'nanner.
Continental further believes that the Commission, by virtue .Jf its degree of expertise in these :natters,
and on the basis of its past perfor1nance, is in the best position, and enjoys

suffir~ient

authority, to

continue the job that it has begun of addressing these issues that are so i11portant to the future of our
stqte. Thank you.
CHAIRMAN f<.OSF=r''..JTHAL: Thank you. Yes, Senator !(eene.
SENATOR I<E:ENE:: What is the current require11ent with respect to universnl service?
Mf<.. LEONARD:

Senator, universal

sr~rvice i~3

probably more of a concept than a

requir~'nent.

Universal service was
SENATOR KEENE: That's what I thought.
MR. LF=ONARD: It was enunciated in tl1e Telecommunications /\ct of 1934. /\nd we in the industry
believe that it has been substantially achieved, given the level of penetntion that now is something in
the range over 95 percent nationwide.
diminished. That is our view

abo~t

And our concern is that that level of penetration not be

the i'llportance of universal service.

SENATOR KEENE: If th9 current level of require nent for---the require nent. for universal service
is maintained, does that effectively preclude any real co 11petition?
MR. LEONARD: Not in all cases by any means. In fact, as I tr-ied to state here, we believe that
cocnpetition is viable and should be per;nitted in areas that in fact are truly susceptible to realizing
benefits from competition. Our concern, however, is to the extent that we have a number of customers
that we serve in our areas who are not in any position to benefit from co

np~tition

simply because of the

high cost characteristics of competitors seeking to provide their products and services in our 1.reas. And
to the extent that in the na'lle of co11petition, thr! subsidy mechanisms that have erwblcd universal
service to be brought about and continued would be eroded. We see that as dis:1dvantaging our customers.
So we would be concerned with seeing alternative mechanisrns to the sorts of support that flowed in the
past continuing in order to permit universal service to be retained in our areas.
SG~ATOR

KEENE: With the universal service commitment, would you anticipate any competition

in the areas that you currently serve?
MR. LEONARD: I wouldn't doubt that there will be over tirne, and I really have no idea what tine,
but given the advances in technology, I would suspect that there will !Je a gradual evolution occurring in
which the sorts of services -md products that are available routinely now in more densely populat·3d areas
will eventually become available in a rural marketplace too, or forms of them. Unfortunately, I don't
have any feel that that's going to happen in the near term, and I don't really 'lave a crystal ball hat will
tell mr> when that will be realized.
SF:f'<JA TOR KEENE: I think you intimated at the outset that you have the more difficult .Jr at least
the more costly

markr~t

to serve because it is Rssentially rurally o:-iPnterl.

1-llR. LEONARD: Yes, sir.
SENATOR KEENE: Wouldn't competition enable you to move

i:-~to

other areas that are perhaps less

difficult and more economically attractive from your standpoint?
fAR. LEONARq: Well, there are areas and markets within our admittedly rural service area where
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there is competitive entry going on right now. It is focused primarily on some of our large customers and
in areas that are closer to the metropolitan areas of the state as opposed to those that are perhaps out in
the hinterland. And we are seeking, to the extent possible, to be a viable competitive force in that arena
within the confines of our basic regulated telephone business.

To the extent that we can provide

effective and competitive service offerings to some of these large customers who might otherwise
defect to competitive alternatives, we see that as a means to enable continued support of our own basic
rates and cost structures for our rural residential customers.
SENATOR KEENE: Thank you.
CHAIRMAN ROSENTHAL: Senator Morgan.
SENATOR REBECCA

Q.

MORGAN:

Thank you.

Mr. Leonard, I believe you said that since

deregulation not one request has come into the Con-Tel office for a different long distance company than
AT & T that they've been using all these years. Did I understand that correctly?
MR. LEONARD: Well, maybe I should---from the way you phrased the question, maybe I need to
clarify it.
CHAIRMAN ROSENTHAL: Would you pull the microphone a little bit closer to you.
MR. LEONARD: The request would have to come from one of the competitive long distance
providers such as MCI or Sprint. We've had customers inquire about whether or not they could have that
service. But the problem is that the competitor has to-- when I say competitor, meaning a competitor of
AT &T -- has to be present to provide that service for us to be to have it available to our customers.
SENATOR MORGAN: So it's not the customer that hasn't requested it. It's the availability of a
choice that hasn't been there.
MR. LEONARD: That's correct. Yes. Yes, ma'am.
SENATOR MORGAN: Do you anticipate that changing?
MR. LEONARD: We've received some inquiries, perhaps would be the best way to describe it, in
recent months. I'm not knowledgeable about to what extent developments have occurred beyond that.
The provisions of the MF J relative to equal access as far as this is concerned in our situation is that we
would have to be in receipt of a bona fide request from one of these providers for equal access or
something of that sort to initiate the sorts of construction and changes that we necessitate to bring this
about.
The discussions at this point by some of these alternative providers have not been in terms of their
seeking equal access which is a form of connection known as Feature Group D. They're after---or they
asked about, to the best of my knowledge, merely a Feature Group B type of access which would still be
considerably less than what we had thought of as equal access.
SENATOR MORGAN: Other reasons other than costs that
MR.I_EONARD: I think it's

?

• Perhaps apparent in the statistics that I tried to show

there at the beginning, when we have a population density of 11 telephone per square :-nile in our service
area, I suspect that the other carriers that are in this market see that they have a Jot more and bigger fish
to fry right now than the urban markets and they're frankly just not too interested in going after the
sparsely populated rural areas right now.
- 15-

SENATOR MORGAN: Has there been any shift in the last three years in the local market with your
customers as to phone services being used? L\s a distribution, I gu<?ss, you know, from - - - - - - - - what I want to understand, is the distribution between Pac Bell, General Telephone, and all of the others
pretty much as it was three years ago as far as percentage of custo•ners :Jsing each company's services
for local ... ?

MR. LEONARD: I would say srJ. I would say so.
SJ::NA TOI~ MORGAN: And the figures that we have in our report is 20 percent for General Tel and,
wh::tt, 20---small companies out in the rural areas primarily, Nhich makes up, wh"'t, 5 to 10 .•. ?
~11R.

LEONARD: I don't tnink the small co.-npanies •••

SENATOR

1

v10~~GAN:

No, not 20 perceflt, 20 srnall companies.

Cl-lAIRMAN ROSENTHAL: Right, right.
MR.

same ratio as

SENATOR MORGAN: And that's how much of a percent? Those 20 s•n::!ll co•npanies thqt
MR. l_EONARD: 5 percent rnaybe.
SENATOR MORGAN: 5 perce'lt?
CHAIRMAN ROSENTHAL: Not even that much. Maybe not even that much.
MR. LEONARD: Something just over 5 percent, I'd say.
SENATOR MORGAN: /\nd
MR.

th~refore,

75 percent Pac Tel ....

(Inaudible.)

SENATOR MORGAN: •.• ::tnd those have been stable over the l<1st few years.
::::::H/\IFUv1AN ROSENTHAL: \Vould it be fair to s<1y that competition is fine far local telephone
providers as long as the social programs like Lifeline continue?
MR.

SCH~'v1ITT:

I guess I'll try that first, Senator. I think that we clearly would need to continue

Lifeline-type service, but we would also have to deal with whether or not you want to continue to target
subsidies to basic access for everybody else. I think we've clearly established in the state that the
disadvantar.:~ed

people here Nill get telephone service for a dollar and a half a month, but we also subsidize

everybody else's residential telephone service in the state. And I believe that General and Continental
rcmd all t!1e other small co-npanies do too through some form of subsidy revenue. Were it to be a decision
in this state that we wanted full and open co'11petition and that the b:1sic rates could rise to the levels
where they would support their own cost, we'd be ready to

competr~.

Rut I IJ13lie•e that people of t:1is

statr3 are not ready to bite that pill yet. t\nd I don't think that there would be

::J

lot :Jf happiness over

statt"lwide de-averaging of prices as well.
C\-l.AIRMAN ROSENTHAL: Yeah, there's enough confusion now, let's not turn this thing upside
down, I guess.
All right, thank you very much, gentlemen. We will now have the response group: Duncan Wyse;
''v1r. Sairanen; Spencer t<aitz and tAichael Morris; Sylvia Siegel is due in momentarily; '<en McEldowney
will not be here. Duncan Wyse, Oirector of Policy and Planning for the ?UC.
MR. DUNCAN WYSE:

Thank you, Senator <:::!.osenthal and me:nbers of the comcnittee.

pleasure to have the opportunity this morning to give you an update on sorne of t!1e work
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we'r'~

It's a

doing on

the issues of intraLAT A competition in our intraLAT A regulation in California.
CHAIRMAN ROSENTHAL: Right. Just let me remind everybody. I'd prefer that you not read long
statements. Try to respond to what's been said.
rv!R. WYSE: Thank you, Senator. But before I begin, I'd like to just briefly thank you, Senator
Rosenthal, for the help you've given us over the---in recent years in our studies on intraLA TA
competition. Your intraLAT A study bill and the funds associated with it has really helped us to put
together, I think, a very high quality staff to be looking at some of these very important issues and make
sure that we are anticipating the kinds of changes that are likely to occur in
communications. We hope that we'll have a report for you at the end of the year. We've already produced
a report that I think has helped shed a lot of light on our future directions in intraLAT A.
Let me briefly give you an overview of what we are doing at the PUC, and I think it would help to
respond a bit to some of the comments we've heard earlier. As you are aware, we did, after a fairly
exhaustive hearing, make a decision to prohibit intraLAT A competition in California in June of 1984.
And that decision was based on some of the findings after hearing that there is a toll to local subsidy in
the intraLA T A markets and that entry by interLA T A carriers into the local market would very likely put
additional pressure on local exchange rates, pressure that already existed with divestiture anyway.
A second reason, and I think it's really important, it relates to the whole federal arena, was we need
to recognize the position the local exchange companies are in. Both General Telephone and Pacific Bell
are restricted from entering into the interLAT A markets under consent decrees (?) with the Justice
Department. So, while under federal policy if PUC were to allow interLA T A carriers to enter into the
LAT As, it's not---the intraLAT A carriers are not prohibited---are prohibited from entering into the
interLA T A markets. And that competitive consideration needs to be reviewed as we think about policy
in this area.
And finally, of course, the decision---a prohibition on intraLATA decision is---intraLATA
competition is not irreversible law allowing competition

LATAs

to

be irreversible. So we felt we could use some more time to study these issues.
Since that time we've doing extensive research into issues of intraLAT A competition and we've
also reached some significant decisions, especially in the area of pricing. We issued the report October
last year; our report, "Charting a Sustainable Course in Telecommunications." It tried to deal with three
issues really: the extent to which LA T As are likely to become competitive in the future. We tried to
take a look at that, looking at the technologies, trying to get a better handle on cost allocations, to
understand the toll local support ages a little better.

And also, we tried to take a look at the

socioeconomic impacts of different rate design: Who wins and who loses as rates change within the
LATAs?
And just to highlight a few of the conclusions: One rnajor conclusion was that while competition is
certainly workable in some parts of the LATA and in factors occurring in some parts of the

L/~ T A,

we

need to stress that it is not likely to be anything like pervasive in the future, in the foreseeable future.
There are many segments of the intraLAT A market that simply aren't going to be competitive. We're
going to need to have continued regulatory oversight in the future, in especially of course local
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residential service, local small business service.

A lot of the local usage services simply are not---

they're not going to be competitive alternatives in the foreseeable future. So what we envision in the
intraLATA market is what I would call a mixed market, where it's very likely we're going to have
continued monopoly service but also increasing competition for certain segments; namely, high volume
business and high volume toll services. And unfortunately as we examine that, that's probably the most
complicaterl, difficult regulatory regime to be in.

You have to not only worry about protecting a

monopoly services and protecting ratepayers who use those services, but also trying to deal with pricing
issues in the local telephone company to assure that they can use their network fully to compete in the
r.o:npetitive markets.
In terms of where the biggest competitive threats lie, the biggest by far is in the interLAT A carrier
access, the transportation that the local company provides to long distance carriers to complete calls.
That's a very large revenue stream for the local telephone companies, and they do generate a lot of
revenue. It costs them---prices that are above costs.
1'\ secondary area of co11petition is private bypass, simply companies going private. The biggest is

in the carrier access market. It would also be very big in intraLAT A toll we find if we were to allov.;
competition in intraLAT A toll.
In terms of th'? demographic impacts, who wins and who loses by changing rate design, not
unexpectedly, we took a look at the socioeconomic datn. l\ shift tON3rds higher

b~1sic

rates and lower toll

rates, in general, h8s a regressive impact. The winners are high income in business; the losers, in general,
are low incorne customers. Not too surprising.
'Ne also found that there's a great variation in usage among custo:ner groups. While most low

income customers don't make a lot of toll calls today, some do. So there would be some low income
customers who would actually benefit from shifting rate designs. 8ut on balance, we found that t,ere
is---the rate structure today benefits low income over other groups, and it also certainly does promote
universal service. Our studies show that insofar as you had higher basic rates there would be some low
income customers who would drop off the system, which would, pardon :ne, if you're going to go in that
direction, we'd definitely want to keep the kind of targeted subsidies we have in place in California.
Based on these findings, the report basically made the recommendations to position ourselves to
competition.

We need to gradually change the rate structure tn get ourselves ready for a more

co'llpetitive environrnent in the future. Given the current rate structurfl, it's an unstable rate structure
nnd we need to gradually move rates while at the same time working very hard to improve---to take steps
to i'nprove productivity, increase utilization of the local telephone companies so that Ne can lower
overall costs as much as possible so that as we gradually lower toll rates, we won't see big spikes in local
exchange rates. And that's the underlying strategy I think that that report suggests.
In terms of actual decisions of the Commission, the most important was made---! mean, our access
charge decision where the Commission policy was enunciated to gradually reduce carrier access charges
over a seven-year tirne frarne. We're calling it "SPF to SLU in 1992"; gradually lowering the carrier
access charges which will result in accompanying increiJses in other r:ltP.n, but to recognize the
compt'titive potential tfl,)re in recognizing the competitive threat to gradually deal with that problern.
- 18-

That report was issued last October. We've been working on a number of other studies since then.
We're taking a careful look at what's going on in other states. We've visited thirteen states now; many of
the states that are trying out competitive policies, examining and comparing them to California
_ _ _ _tion. We're spending a lot of time on the FCC's where they are proposing a very radical and
different model for intraLAT A regulation. And I think that's going to be probably one of the highest
priority issues for the Commission next year, to really analyze and understand that program.
understand it was discussed yesterday -- the FCC's Computer 3 framework.
We're doing a lot of work on cost analysis. We've hired the Rand Corporation to do some cost work;
and finally, we're trying to get a better long-term look at rate levels. Again, our hope is that there's a
course we can take here that will result in gradually lowering toll rates while not causing big rate spikes.
And we're trying to get a better understanding of long-run revenue requirement needs. And I think we
should be able to find a course in regulatory policy within the LAT As to get---hope for the best of all
worlds, the position where we can have competition in California but keep local rates reasonably
affordable. Thank you.
CHAIRMAN ROSENTHAL: On the study which you've commented about, how many states have
you studied? What kinds of contacts have you had with the telephone executive planners? How have you
determined rural impact?
MR. WYSE: In the study plan, we have visited thirteen states. We've actually sent staff to thirteen
different states, and they've had extensive interviews with the commissions, the utilities, trying to get
an understanding of how and what---how policies are evolving. A fairly extensive set of questions I think
you'll see in the report itself. We've also sent a detailed questionnaire to all fifty states, the telephone
utilities, the interLAT A carriers, the state commissions, the state legislatures, to understand their---to
get a better understanding of how they anticipate their

stat~

regulatory policies emerging and their

understanding of how competition is likely t o - - - - - - CHAIRMAN ROSENTHAL: What are your initial feelings about setting up a---the feasibility of
setting up a pilot project LATA study on competition?
MR. WYSE: Ah, well, of course, we'll have the final recommendation in the report.
CHAIRMAN ROSENTHAL: I understand. I just--MR. WYSE: But let me just explain--CHAIRMAN ROSENTHAL: Do you have a preliminary •••?
MR. WYSE: Let me just give you the context of what an ••• the question is, should we consider
opening competition within a LATA? What we'd want to learn fro:n that is whether the amount of
penetration the competitors would have and what that might mean for local rates. And what that would
imply is essentially de-averaging a LATA -- taking a LATA, doing a separate rate case, separate rate
design and potentially having much higher local exchange rates within whatever LATA we chose.
Now, I guess the question we're going to have to think through is whether that's a risk we want to
take and a policy we want to take. Given the other states that we've been looking at, are trying all kinds
of different policies. We think you'll see that in the report that you can get a fairly good idea of the range
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of options you have without an experiment. The states are taking very different courses in this area. We
can learn a lot from looking at them.
CHAIRMAN ROSENTHAL: Do you have a schedule of events to lead to further investig1tions and
decisions?
MR. WYSE: Yes. We're working on that right now in our annual work plan. But I'd expect next y3ar
we're going to have to have a series of hearings on intraLAT A issues. This year we mainly focused on gas.
But I think wit:, the FCC decisions corning down and our own

wor~

being in the state it is, I think we're

really going to have to do some more work.
: Intra?

~v1R.

CHAIRMAN ROSENTHAL: Intra, right.
MR. WVSE: As well as inter. We'll get to that this afternoon.
CHAII~MAN

ROSENTHAL: That's right.

MR. WVSE: We will also have inter!_ AT A hearings next year. But especially, I would just stress,
and I know Don Vial mentionej this yesterday, but the Computer 3 decision of the FCC has a really, a
totally different vision of how the world is going to operate in the future, essentially trying to split off
the new services and inside wiring and anything that is co npetitive, split it off and unregulate it, if you
will, the local exchange companies' operations; somehow divide the companies between their regulated
side and their unregulated side and allocate all the costs 'Jetween the regulated and unregulated side. If
that's the way we're going in national policy, it's going to profoundly affect the way we

regulat:~

in

California. There's just no question about it, and we need to think that through very carefully and
communic3te with the FCC about what the implic=ttions are of that kind of a policy.
Cr!AIRMAN "OSENTH!\L: Senator J<eene.
SENATOR KEENE:

What assumptions are you :naking in your study with respect to quality of

service and high technology and commitment to universal access?
MR. WVSE: Well, let me start with the last, the commitment to universal service. I think our
Commission is as committed to universal service as it possibly could be. 1\nd I think that's the caution--it is expressed on competition and just relates

dir.~ctly

to that.

There are really two issues in locnl rate d•)sirJn. There's---we want to have n set of policies that
a;sure everyone has telephone service that wants it, and that's been the policy rmd that can't chnnge.
And that's why we really just particularly spent ti'Tle trying to understanrl usage -- how many customers
might drop off at different rate levels for local service. If we---if rates for local service increase so that
certain low income customers can't afford it, we're going to ask to use the lower---well, we'd want to use
the lower Lifeline program to support that---those custo:ners continuing that service. It's just a give11.
In terms of technology, we obviously---we've been looking carefJl!y at :-nodernization plans of the
ptwne companies. We want, obviously everyone wants to secure

hig~

technology, but we want to make

sure that it's cost-effective new technology and in our rate cases, we are really carefully analyzing this
to be sure that everyone's going to benefitted fro11 the modernization

SENATOf~

KEENE: So it isn't likely that you're going to retreat regulatorily from the field and
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your commitment to those kinds of

?

MR. WYSE: No, I don't. I think both---especially universal service I think is an essential feature of
what we're trying to do

strongest value I think we have.

SENATOR KEENE: And with those requirements do you see competition as inevitable and soon?
MR. WYSE: Well, actually, those requirements probably create greater pressure for competition
because, of course, the way we've promoted universal service has been to keep toll rates fairly high. And
that, of course, all the competitors see the opportunity of entering the toll market as being pretty
attractive, so that probably increases the pressure for competition because of the rate structure they
have in place. And it's because of that that we think we probably do need to gradually change the rate
structure because the competitive pressure is

enormous.

SENATOR KEENE: Thank you.
CHAIRMAN

ROSENTHAL:

Mr.

Sairanen,

Regulatory

and

Legislative

Liaison,

Telecommunications Division of General Services Administration.
MR. A. A. "SCOOP" SAIRANEN: Department of General Services.
CHAIRMAN ROSENTHAL: Department of General Services, right.
MR. SAIRANEN: Thank you, Mr. Chairman and members. I appreciate being here today to discuss
some of these issues that-- I'll take the approach as from the user standpoint, from the large user. I think
one of the things that we have to do is take a look at some of the recent history of what's gone on with the
competitive effort, and this would be mostly at the interLAT A basis. The question that I think we have to
ask ourselves-- is the service any better than it was before competition? Well, probably not. While there
is certainly a much wider choice of carriers, as we sit here today we question whether the customer ls
actually being better served in that service as it sits.
The thing that we are concerned about is the erosion of the revenue available to support switch
services at the local level and what would happen through intraLA T A competition on that basis. As was
discussed earlier, telephone charges for a toll service in that are averaged throughout the state. There is
not a set rate for one area and a different rate for another. As was discussed, we're concerned that one of
the major competitive issues that would be looked at is going after that message toll service business, the
high speed data end of it. It is not so much a problem as it is in the message toll services. That is by far
one of the largest revenue producers to support that local exchange and we're sure that that is a major
target that would be looked at. What would happen on that standpoint then is if there was erosion to that
market, if it were taken off to another carrier, those left providing local telephone services would
necessarily be increasing other costs to help maintain the service continuing.

Those costs would

essentially be your monthly service charges as they sit. So there is some concern as to how we look at
that, and we're concerned that the erosion of those costs would dramatically drive up other costs which
would possibly force some people off the market altogether.
As was discussed also, where would this competitive entry take place? We believe fully that the
competitive entry would follow pretty much the same pattern that has happened in the long distance
market today. As Mr. Leonard discussed, he has not---his company has not provided the pre-subscribed
or Dial One access to any of the long distance carriers. That's because they choose not to serve in that
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area, which was tl1eir option to do. With that, they are not providing full sgrvice to all customers.
They're only providing those services to customers that they :Jelieve are going to make the highest
amount Df revenue to deal with their efficiencies of scale. lt would be economically inefficient for a
carrier to go into, say, the Victorville area. For wh:'lt it costs them to set that up, they probably would
never get a return on their investment. So we would see the same scenario happen in the local exchange
as well. You would see them moving into a specific are8 that is basically high volume an::! high revenue
and not

th~

more rural parts of the state.

I think---I'm skipping over some of this in the interest of time actually. I think what I'd like to do is
try and answer some of the questions that you presented to us and give you an idea from there of what our
feelings are. In your first question, what should California's course be in regard to the FCC and Congress
!love to promote greater competition, with the change that's taken place in the U.S. Senate, which was
one of the driving forces behind this, there may be and we believe there will be a change in the direction
of how that thinking may take place. 'Ne don't know that there will be a major shift, but we do believe
that there may be some different actions frc:Jrn Congress and some difL:lrent actions fro'Tl the FCC
regarding the shift that happened in the Senate. So I think what we'd be looking at is take a lirniled waitand-see posture on this. We want some direction, of course. We want to see what's going on. There are
ttlings that we have to react to here within the state as

w·~ll.

But before we make any major shift of

policy, I think it's necessary for us to sit back and take a look at it a little more carefully.
1\s far as the future regulatory policy and structure, yesterday Mr. Schmitt from Pacific Bell

discussed that the PUC process was very cumbersome; it did not serve the public well or the company or
the customers. Our belief is that the process does serve the customer well. 'Nhile all parti::ls may not
agree with the PUC decisions, we think the short-circuiting of that process can only limit the
development of a full and complete record during a rate C3Se or what have you. And there are hundreds
of milliofls of dollars at stake. It's a very high volume cost situation, and

'Ne

think we have to be very

careful with what we do with that.
The cross-subsidy issue that was discussed yesterday really deals at the heart of the PUC
regulatory process •.And that was described in detail by Mrs. illiller (?) yesterdRy.
In su nmary, I think we need to look at not deregulating

St~rvices.

I t!-Jink we would be doing

ourselves '3 disservice to do th'3t, and I don't tl1ink it would be benefici8l.
Can other state models be discussed? This has been discussed earlier. Qrobably not.
How long should the transition take place or should the current process be permanent?
Unfortunately, nothing in this industry is permanent. Nothing has been or 1Nill be permanent. So we don't
think that there can be any permanency made to anything.
I think in su;nmary, a:::tually, what I'd like to discuss is that as far as the competitive effort Nithin
the local exchange, we are not opposed to competition. We believe co ll;:>etition is a good thing. If
competitiJn were not around in the industry, we'd still have those heavy black telephones that w<eighed 50
pounds and all that. That's the competition that has improved the proc0ss.

HO\vever, at the local

exchange, we do not believe that competiti:m would be effective as a service offering for multi;Jie
vendors and multiple providers. I think it would more even seriously compound the confusion that users
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have, both large and small, and would not be of a major benefit to the users.
CHAIRMAN ROSENTHAL: What would greater competition or total deregulation mean to Pac
Bell's largest customer, the state?
MR. SAIRANEN: Well, I think, you know, we're looking at the different options that we have all the
time. And we would certainly look at what is the most efficient economically for us. We would certainly
study that. But we also have a concern as to what our obligation is to help maintain that local exchange
as well. We have an obligation to that as well as to the taxpayer for what it costs us to serve them. So,
you know, that's really a dual-edged sword. That's a real difficult one to discuss.
CHAIRMAN ROSENTHAL: Could the state be hurt where tax dollars could be involved
MR. SAIRANEN: Absolutely.
CHAIRMAN ROSENTHAL: ••• with the dramatic deregulation of the local telephone ••• ?
MR. SAIRANEN: Absolutely. Through increased cost.
CHAIRMAN ROSENTHAL: Senator Morgan.
SENATOR MORGAN: You're talking about the local service or the statewide service?
MR. SAIRANEN: Local service.
SENATOR MORGAN: Are there---is there a possibility that statewide there could be a savings as
opposed to just what happens here in Sacramento? The state has telephone service throughout a pretty
large area.
MR. SAIRANEN: Well, unfortunately, it's not a vacuum. We have that service throughout the
state, but a great deal of it is local exchange services as to what we have---what we utilize.

The

competitive entrant would possibly be coming in at a lower cost than Pacific would be providing a service
at this point in time, but look again at the history of what's gone on. We've seen a great erosion to those
cost savings. The costs of the providers are actually coming together. Where AT & T is dropping theirs,
the other competitors are increasing theirs. There may be a short-term gain, but I don't know that
overall there would be a long-standing savings to the state.
SENATOR MORGAN: So you're suggesting that there's no value to the state in opening up our
telecommunications market?
. MR. SAIRANEN: Opening up our telecommunications market?
SENATOR MORGAN: The state's.
MR. SAIRANEN: Our market is fairly open, I would think. We're using, you know, a multitude of
services.
SENATOR MORGAN: From how many different companies.
MR. SAIRANEN: (Sighs.) I couldn't even begin to think of---as far as long distance carriers, quite a
number of them. As far as the local exchange companies, virtually all of the telephone companies in the
state we're utilizing throughout the state. As far as other items, other products, a great number of them.
SENATOR MORGAN: And by that you mean where the state has an office in a rural area, for
instance. I mean you're counting that in, in your pool.
MR. SAIRANEN: Absolutely.
CHAIRMAN ROSENTHAL: Senator Ellis.
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SENATOR JIM ELLIS: Well, is your positiort that competition should only exist in the hardware
available to the customer? or should it extend to other areas such as within the local area and so on?
MR. S/\IRANEN: It already exists to the hardware end of it. 'Nhat we would be inclined to agree

with is the competitive effort in things such as high speed data, high capacity data, those things that do
not prtlVide a major erosion to the local exchange. Staying away fra:n message toll services, specifically
--that is a major support to the local exchange. That provides a great

su~sidy

to the local exchange as far

as ·.vhat goes on. But we would not look at doing any kind of competitive force(?) with that. lt's ·note the
data transmission, thinl_]s of that nature, which we would be considerirHJ would be the prirnary and likely
tar;Jets for that.
SENATOR ELLIS: .And then you would want to continue with the PUC regulation fro.rn there on?
Ml~. S/~IRANEN:

Yes.

SENATOR ELLIS: Complela. Total.
ti1R. SAIRANEN:

Again, nothing is permanent in the industry. There :nay be, you know, some

different changes that would take place. I can't see a problem if there is a co'Tipetitive entry for the high
c:~pacity

services to eventually take t:1at to a deregulatory stance. I don't think that that would present a

major probler'1. Similar as to what's being looke::l at in other services as

w~ll

and in other states. 8ut I

think that there would have to continue a level of regulatory oversir,;Jht, yes.
::HAH~MAN

ROSENTHAL: Senator Morgan.

SEN/\ TO~ MORGAN: I have a separate question, Mr. Chairman, rlease. Scoop, I apologize. I'rn
not sure, and perhars I should be, of your responsibilities. "lut I'm curious to know whether you've been
working with Mr. Tolman at all on the suggestions t!lat came out of tl1e Little Hoover CornmissiO'l and
possible savin']S that might accrue to the state.
MR. S/\IRANEN: I have not been dealing witf) those
SENATOR
fv1f~.

MO~~G.AN:

dirr~ctly.

No, I h3ven't.

Nor the establishment of an advisory co'Tirnittee to look into that?

S/\IRANEN: Well, that's part of your bill, 1733, and that is bein;J lo•.)ked at right now. Yes, we

are. There is some discussion 9oing on regarding the esta:Jlishment :Jf that board.
SE:NA TOR MORGAN: Do you have any sense of the timing on that?
MR. 51\IRANE!'-1: I, urn, I would hope in the very, very near future.
SEN/HOI~ MORG/~N:

So would I. (1_aughter.)

CH.I\IRMAN ROSF::NTHAL: All right, thank you. We'll next hear from Spencer I<ait?.: gnd Michael
'v1orris of the -=:3lifornia Cable Television.
~1R.

tv'W:HAEL MORRIS: Thank you, Mr. Chairman. I'm ~v1ichael ~·-1onis with the California Cable

Televi3ion Association (CCTA). Thank you again today for the opportunity to speak with you and the
cornrni n

'.~ ~.

You're dealing here with the issue of competition in local and long distance telephone :narkets.
l\nd our fit-in with that is a little---it t;Jkes a little explaining, because w::!'re not in the telephone
busin3ss 3nd we don't provide telephone competition. Aut we are in the telecommunications business,
and we also have and we will continue to provide telecommunications cornpetition. Even the one-way
delivery of traditional cable television services is part of the telecommunications industry, and that
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indeed is a competitive business as we've discussed yesterday or, Senator Morgan, you know, in Palo Alto.
The phone company can provide those transmission services. We can provide those transmission services.
And others can.
What we'd like to get into more today is to look forward a little bit, talk about the other kinds of
developing telecommunications competition that's feasible, how that should be viewed, how that should
be regulated, and the impact that that competition will have on the basic telephone customer and how
that's different from a lot of the competition you've been discussing here today.
I think it's useful always in this discussion to start out with a short review of how---why utilities are
regulated, how historically they came to be regulated, what's different between the utility and a
different---and other kinds of businesses that has resulted in this traditional utility regulation and the
advent of public utilities commissions. I think there are two basic characteristics of a utility business.
The first is that it's a natural monopoly business. Because of the cost structure, it's inefficient to have
more than one provider of the service. You only have one. You only have one local telephone company.
You only have one water company, and so forth. You're not going to have two sets of water pipes corning
into the house. The other characteristic is that the service provided is a necessity-- power, water, basic
telephone service. Those are all things that are necessities there, involved with the public interest; and
because of these, the combination of the natural monopoly and the necessity characteristics, that's why
the public utility commissions have come into being and why they regulate the price and the quality of
these services.
In the introductory remarks and in your papers that were produced in preparation for this hearing,
much was made I think of the changes in technology and the effect that those changes have on how we
view these changing markets. And indeed I think changing technology does have something to do with it

and has traditionally had something to do with it. For instance, railroads for many, many years were
natural monopolies and were regulated as such and they had rate regulation. But then with the advent of
the trucking industry and the interstate system of highways, railroads no longer were this natural
monopoly. They no longer had that characteristic. You had the competitive systems. And as a result,
the regulatory system was able to change and we found price deregulation both in the trucking and the
railroad industry. And those are, I think, the kind of changes in industries from technology that we have
to keep in mind as we look at these new telecommunications services.
Now, cable is able to provide certain advance telecommunications services. The cities have seen a
need for these services; and the franchising process have asked the cable companies to provide these
services, have authorized the provision of these services.

And indeed, it's not only the franchise

requirements, but many of our members, who are the cable companies in California, have been requested
by the industry within their service area such as IBM to provide them with advanced telecommunication
services, linking their computers, for instance, in different buildings, that they have had trouble getting
from the local phone companies or they haven't been happy with the quality of service or the price of
service or the flexibility of service for one reason or another.
The types of services we're talking about-- for instance, to provide to a city the capability of doing
meter---electronic meter reading of the water meters and power meters, level of water in reservoirs,
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and so forth, is possible. We provide lin;<s between fire stations within a co1nmunity, between police
stations within a community, where we ca:"l transmit training video presentations arnong those groups of
offices. We can put in facilities which link the traffic signals in a city and provide that electronic traffic
sign:ll control. And we can provide the type of high speed data transmission that
about; b8sically, computers talking to computers.

~11r.

Sairanen was talking

These are not what we traditionally think of as

telephone services, I think, and really not the kinJ of co1npetition that you saw the focus on, the focus of
concern this morning, as being on introduction of competition in this intraLAT /\toll market, this longdistance market, local long-distance market actually, where the ;:>rices evidently are higher than cost
::md those---that surplus does support universal service.

We're talking about a different kind of

competition and in a different area that I think doesn't have those concerns.
•v1ake one quick analogy, I think, in terms of why these services and these services which are
provided by the cable industry should be viewed differently and 11ot therefore regulated as utility
services. 'Ne think of buses as a utility service. I think the PUC has soT1e regulation of buses as a utility,
and buses are in the transportation business. But that doesn't mean

thC~t

every business that's involved in

transportation is regulated and it competes with buses or regulated as buses.

We find rent-a-car

companies. It's a competitive industry. There's a lot of them out there. They compete with buses. I
mean, you can take a bus or you can rent the car and drive yourself. But no one would think because there
is that competition that we should go and regulate rent-a-car companies as a public Jtility.
Similarly, water companies are regulated as public Jtilities.

TJ,ere's competition of water

companies too, in limited kinds of areas for special purposes. The delivery of bottled water for drinkin.;J
rurposes -- Sparkletts, I think that's Sparkletts in California.

You wouldn't---they compete. They

deliver ·Hater. People drink water from the bottles instead of buyin.J it from your water company. 3ut it

doesn't mean you'd ever think of regulating the Spar!<letts' delivery person as a public utility.
CHAif~M/\N

RDSENTH/\L: But it's---it rnay not be regulated

8S

a public utility, but it has other

kinds of regulation. And so, any of those that you referred to as not having PUC kind of controls still have
regulations. We've passed laws dealing with water. We've passed laws dealing with buses. And with renta-cars. So nobody escapes.
MR. MORf'<.IS: I certainly wouldn't disagree with you. I think that you have laws that are tailored to
each particular kind of instance, and the cable television industry certainly isn't free of regula ion.
We're very heavily regulatr'ld and franchised at the local level. There are state regulations that deal with
us. And in fact, there are federal laws regul3ting the cable industry. So--I:HAIRMAN

r~OSENTH/\L:

So why don't you get at wh<1t

to do everything, but ym1 don't want to
~A:~.

every

MOHRIS:

br~

you'r,~

---see, you r8ally w::mt to be able

rerJtll<"Itcd by the Pl Jl:. Th,1l':> rc·1lly the boltorn

lim~.

I don't think so. I don't think I'rn up here saying that we should be able to do

. I don't think we should be able to go into the telephone business .vithout being regulated by

the PUC. And in fact, our facilities aren't really suited to being in the switched telephone business.
CH/\IRtv1AI'>l

I~DSENTHAL:

No, no, I understand that.

MR. iv10RFUS: But these point-to-point services should not be and need not be regulated by the
PUC and should not be regulated by the PUC.
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CHAIRMAN ROSENTHAL: But do you think that the telephone company should be regulated in
those particular areas?
MR. MORRIS: Why--CHAIRMAN ROSENTHAL: Hah.
MR. MORRIS: That's a very important question, and it ties back to the hearing you held yesterday •
.1\nd it simply is the idea of having a public utility involved in monopoly services at the same time as it's
involved in competitive services.

We think certainly they should be allowed to compete in these

competitive services. And in fact, with, for instance, data transmission, they historically have. But I
think it presents some difficulties for the regulator and something I think the PUC is very careful about
in terms of making sure that there aren't the subsidies flowing to that competitive side of the business.
And to that extent, there are some special concerns; but certainly they should be allowed to compete.
CHAIRMAN ROSENTHAL: Senator Ellis.
SENATOR ELLIS: What regulations do you fall under other than those that would be a condition of
obtaining a franchise area?
MR. MORRIS: As far as locally?
SENATOR ELLIS: Anywhere. You said you're under federal regulations, state, and local.
MR. MORRIS: Well, there's a federal law that was passed in 1984 called the Cable Communications
Policy Act of 1984. That sets up some framework for local regulation, but it also sets up some federal
regulations, for instance, in the area of equal employment opportunity.
SENATOR ELLIS: Oh, OK, but that's---that's---OK.
MR. MORRIS: On the local level, almost every aspect of the business is regulated. The local
franchising authority has requirements and terms of channel capacity, in terms of what areas of the city
are to be wired to make sure that we provide universal service.
SENATOR ELLIS: Those are the base service of the franchise though.
MR. MORRIS: Yes, the city regulates--SENATOR ELLIS: You don't want to---if you don't want to do that, then you don't bid on the job.
MR. MORRIS: I think that's---that's right.
SENATOR ELLIS: So basically you're not regulated except by choice. If you want to go into an area
and they want to impose restrictions on you, then you're required to do that. So you're not regulated and
you don't want competition either; namely, the satellite industry. The cable industry has effectively
destroyed the satellite industry because you didn't want the competition. Yet, you do not have service
into the rural areas and you will not ever, probably, have it; but you don't want the satellite people to
provide the service either.
MR. MORRIS: In fact, we've never objected to the competition from the satellite industry ••••
SENATOR ELLIS: It's well known that the cable industry destroyed the satellite industry. That's
no secret.
MR. MORRIS: Well, as part of the federal law that I mentioned, there was a compromise provision
of that bill that clarified that homeownership of these satellite receive dishes was legal, because there
was some confusion about that before, but also clarified that the programmers-- and these are people
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of our operations as a whole on the local

level through the franchising process. It's hard for me to see why an IBM is in need of that protection of
regulatory oversight. They don't have a---they're not in a position of an unequal bargainer, which is not
the case in these---in a utility service. There's another reason why utilities are regulated, because the
consumer has no bargaining power against a provider of services. We're talking about sophisticated
services •••
CHAIRMAN ROSENTHAL: And I understand.
MR. MORRIS: ••• where the buyers are sophisticated people.
CHAIRMAN ROSENTHAL:

But you really---you really want the telephone companies to be

regulated in terms of data, but you don't want to be regulated in terms of data. I'm trying to--MR. MORRIS: I don't---! think that the telephone companies in the data business probably should
have a lower degree of regulation, but they need only to have enough regulation to make sure that there is
not these cross-subsidies going on.
CHAIRMAN ROSENTHAL: OK. OK, yes, Spencer Kaitz, President; and I'd like to move along so
we can get to the next session.
MR. SPENCER KAITZ: Everything I needed to say was said by Mr. Morris.
CHAIRMAN ROSENTHAL: Any further questions from the---?
SENATOR KEENE: Reserve the Chairman's request that we move along. (Laughter.)
CHAIRMAN ROSENTHAL: Thank you. All right, we're just going to move on. Sylvia Siegel has not
arrived, and so we will move to Panel No. II, the Long Distance Competition (interLAT A). Mr. Dennis,
Mr. Kamer, Fisherkeller, and Quiroz.
INAUDIBLE COMMENT.
CHAIRMAN ROSENTHAL: Oh, Mr. Fisherkeller from Long Distance Telephone Companies will not
be here, but he has given us a statement which will be part of the record.
MR. JOHN E. DENNIS: Good morning. How are you today?
CHAIRMAN ROSENTHAL: Mr. Dennis, Vice President, Regulatory Affairs for AT & T. Welcome.
MR. DENNIS: Thank you, Senator Rosenthal and members of the committee. I'm going to digress
from what I had prepared to present to you today because I think it's more important that I address some
of the questions that I have heard raised this morning and some that you raised, Senator, in the
announcement of the committee hearings today. And Senator Keene, I will try to be, for your benefit,
very specific on what my proposals are to be.
I would begin by saying that I think that the transition from one---from a dominated single provider
of long distance service to one of competition has already occurred, the transition has passed. In the
State of California, there are nearly 100 competitors for the interLAT A market in the state today; many
of them are resellers, but there are a number of facility-based carriers in this state providing service to
consumers in the State of California.
The competition for service in California, the competitors have increased their market share by
more than 300 percent in something approximating three years' time and are continuing to do so. And
during the course of the equal access provision, they were able to achieve a full 25 percent of the market
in those areas where they elected to compete for service. And I would suggest to you that this kind of
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choicP. available in the marketplace, that t'le utility type regulation th8t we have today is outdated and
unwarranted.
I pnpose that /\ T & T does not have market power, that we have no control over rnarket entry and

exit, that we cannot establish prices and we do not have a customer b'1se, a captive customer base, and
that we do not offer, to my knowledge, a single monopoly service. I think that by no\N, under the equal
access provisions, all carriers are afforded equal qu8lity to the networtk, exactly what AT & T has to that
network.
I would further suggest that the benefits of competition to the consumers of t'1e State of California

will not ever fully accrue as long as we have a regulated competition.
I would further suggest that the Commission's intention to investigate further, as fv1r. Wyse

'nentioned earlier, the intraLAT A market in the State of California is one that should be undertaken and I
encourage them to do so. I think that the actions that the Cornmissio'l has taken to date in the area that
he 'nentioned, and that is the access charge order that brought about a reduction in the action prices to
all of the carriers within the State, is an appropriate one. I believe it is going in the right direction. I

believe th::1t to date though that the action that they have taken is too slow, and I suggest that it be
advanced.
I want to address specifically what/\ T &T would propose in terms of hmv we should be dealt wit!-) in

the co

market in the State of ':alifornia. In the first place, we are not askinc:J

That is not our intention at all.

be deregulated.

We have proposed that the ':ommissio'l Tlaintain oversight in the

interLi\ T A market in the State of California for some time to come. We believe though that for the full
benefits of co:npetition to accrue to California consumers that we should have some pricing flexibility;
that

we should be allowed to adjust our

to meet market conditions. ,And granted, we're willing

to work within a range that the =:ornrnission Nould establish, and that might well be an upper limit at
where rates are today.

They might well

esta~lish

a lower limit to ensure that there is no anti-

behavior on our part at a minimum of what our costs to provide the service are. We would be
willing to work within that kind of range. '.Ve think that we should have, in ad::lition to that, the same
1<inds

of freedom to introduce new services as our co npetition is all,:Jwed. We should be able to develop

those services and pr:JVide tariffs to the California Commission and introduce those services without
going through the lengthy, time-consuming hearing process that is mandated for us todRy. And if
those kinds of freedoms and the

~om:Tlission

1ve

had

were allowed to continue to maintain oversight, maintain

the kinds of CtJ:nplaint procedures that exist today, to ensure that none of tl1e competitors in the market
violated their rights within that regulatory freedom, I believe that the consumers in the State of
California would continue to be protected and in fact would be better served than they are today under
the curr2nt regulatory scheme and that the freedom of co npetition would allaN all of the coiT!pgtitors to

provide a better quality of service and probably at a lower price in the long ter:n to the consumers of the
State of California.
1\s far as whether or not vve intend to vacate our responsi 1Jilitie:> to provide service to all areas
within the State of Californi8, we have no intention of doing thqt. We 'Nil! continue to be a ubiquitous
provider of service. /-\nd as long as the access charges that are i'nposed upon us for access to the local
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customers are maintained on an average basis, it will be our intention to continue to provide long
distance services within the state on an average basis; that is, though we will continue to provide those
areas that are currently not served by our competition and areas which are higher cost, in fact, to provide
service at the same rates that we provide for the low-cost, high-density routes within the State of
California where we are faced with substantial competition. And I believe that if those conditions were
allowed, all would be better served.
There was one other question that I think should be addressed. It was raised with the prior panel
groups, and that had to do with what was AT &T's intentions to provide intralA T A service in the State of
California. I would tell you we have no intention of providing intralAT A service and competing with the
local exchange companies. For one thing, I don't believe that we could compete with them effectively on
a price basis. I think that they are there with the facilities that they have today that would not allow us
to do so.
I would suggest that there are services though that we would like to offer within the State of
California that under certain conditions and on an incidental basis would necessitate that there be
intralA T A usage of the network -- customers do not know that---they don't make a distinction between
inter- and intraLAT A. It's a fiction as far as they are concerned. I myself looked for that LATA boundary
between San Francisco and Sacramento on my way, and I couldn't find it this morning. It didn't appear to
be there. And our customers feel the same way. But we do not, we do not intend to compete. And I would
suggest to you that I think that has already been demonstrated because we have been granted intralA T A
authority in a number of states within the United States and have yet, to my knowledge, to build one
single mile of exchange plant for distribution of those kinds of services.
And with those remarks, I would conclude and hope to be able to answer any questions that you
might have.
CHAIRMAN ROSENTHAL: You've indicated that you would like to approach a concept of where
there is a range of pricing at some maximum and some minimum. And I guess I'm aware that you've
selected California and

Te~as

as target states in order to try to bring that about. Is that going to come in

the form of legislation, or will you be appearing before the PUC ••• ?
MR. DENNIS: Let me---excuse me, Senator. let me respond by saying, we didn't really select
California and Texas as target states. We selected 48 of the states within the coterminous United States
as our target to obtain regulatory flexibility.
I would respond specifically to your question though by indicating that we certainly did consider a
legislative approach to obtaining some form of regulatory relaxation within the state and at this
juncture, have chosen not to do that in the State of California, but look to the Commission to bring that
about by virtue of the order instituting investigation on interLAT A regulation that Mr. Wyse indicated
they were going to be looking at next year.
CHAIRMAN ROSENTHAL: OK, so that with rate flexibility being a first step toward deregulation,
you will eventually ask that they not be the provider of last resort?
fv1R. DENNIS: We would continue, as I indicated earlier, Senator, to provide service universally
throughout the state. We have no intention of withdrawing it. We provide it in all areas today. We will
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continue to provide it in a!! 3reas today. And as I su')gested earlier, we will continue to provide th3t :1t
average prices as long as our access to those areas are offered on an average basis.
CHAIRMAN ROSENTHAL: You've just received a 10 percent increase fro-n the PUC in the recent
r<1te Cr!se for adv

and

expenses. Can you explain why you need that when you presently

have more than 75 percent of the ':::alifornia long distance market.

MR. DENNIS: May I correct a misconception there? We didn't receive---the fact of the matter is I
had not even asked for a 10 percent increase. I asked for what I thought was a modest increase and got
nowhere near what I asked for. I received actually less than one-half of one percent increase on

o:..~r

local

rates---or rather, on our intraLAT A rates.
CHAIHMAN ROSENTHAL: For advertising and marketing'?
MR. DENNIS: No, no, we didn't receive---'Ne only received about 50 percent of what we asked for
for our
budget ...•
CHAIRMAN ROSENTHAL: Well, I don't know what that means. Did you ask for 20 percent and you
got 10? I mean, I'm trying to---

iv1R. DENNIS: I asked for no increase whatsoever in my advertising and marketing budget.
CHAIRMAN HOSENTHAL: 01<.
MR. DENNIS: I asked for a zero increase there. But what I got was 50 percent of what I had used
prior years in the area of advertising, and I received only 66 percent of what I asked for on my marketing
expenses. But no increase was asked for, Senator, at all.
CI-1/\II~fvlAN

ROSENTHAL: Of<. 'Nhy do you think you should get any increase in that area of

advertising and rnarketing, when in fact you have more than 77
:vtf~.

perc·~nt

of tile market now?

DENt'-liS: Well, to begin with, our marketing expenses are there to take care of the needs of

the cust::>mer. What we record as marketing department expenses are the salaries and expenses of the
people who must respond to questions from customers regarding their telephone bills, regarding the kinds
of services that we make available to them, to quote rates to them for the kinds of services that we offer.
I would

to you that if we did not provide that service we would not be in any way responsive to our

customers needs.
Now, as far as advertising is concerned, I believe that nny competitive industry is going to deal with
advertising expenses. Ours have not increased. We h:we not spent more in any year since the first day--first year after divestiture. In fact, we probably will spend less in subsequent years than we have spent
previously. And as I indicated earlier, I had not, did not intend that the Commission grant me an increase.
I simply asked that the ':::ommissio'l grant us a level of rates that would :=lllow us to earn a positive return
on our investment in the state. Since divestiture, we have lost money in every year of oper3tion -- $11
rnii!ion in 1984, $11 million in 1985, and it will probably be more than that in 1986 at the rate that we're
going. All I asked for was the opportunity to earn a reasonable return on our investment. We
haven't had that yet. Since divestiture, our rates have gone down by more than 16 percent in the State of
California; on an interstate basis, they've gone down by more than 20 percent. There will be another
reduction that will take place the first of this year in the range of, probably, 7 to 8 percent. I suggest to
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you that the customers in California and the United States have benefitted. They have not suffered
from ••••
CHAIRMAN ROSENTHAL: So you've made a rate request---a reduction in the rate request to the
PUC?
MR. DENNIS: Have I made a reduction in the rate request?
CHAIRMAN ROSENTHAL: On the FCC or the FTC?
MR. DENNIS:

Yes, we have filed that and we will be filing next week for an intrastate rate

reduction.
CHAIRMAN ROSENTHAL: OK. Senator Morgan.
SENATOR MORGAN: Mr. Dennis, are you free to discuss some of the new services that you would
like to provide without the regulation of PUC?
MR. DENNIS: Oh, yes, I am. As an example, we would like to offer a service called Reach Out
California that would''be similar for our intrastate customers that is offered on a Reach Out America
basis. And what it is, is a bulk program that offers to our customers an opportunity to buy a period of
time at a reduced rate. It's a pricing scheme that allows customers who have the opportunity to take
advantage of off-peak periods and on a bulk basis to save some money. The Commission has denied us the
opportunity to do that in our most recent application. We intend to refile for it, and we would hope that
they would reconsider it.
There are a number of other services. I might suggest one other one. We have a service called
Alliance. It is a teleconferencing service that allows customers who use that service to establish their
own conference call. They do not need to go through an operator to do that. We have asked and requested
that we be granted the authority to offer that to our customers. We can do it on an interstate basis. We
can't provide it on a intrastate basis in California. We haven't been granted the authority to do so. But I
think that would be another kind of a service that I am suggesting. What we had to do, in fact, was to
rnove the teleconferencing bridge that was installed in Los Angeles, we moved it to Reno, which then
allows our customers to make teleconferencing calls over that bridge; but they have to do it at the
interstate rate, the longer distance, to provide them with this service. I don't think that that's the kind of
regulation that benefits the California consumer.
SENATOR MORGAN: We heard earlier this morning that in the rural areas there had been no
requests-- MCI and Sprint may want to respond to this later -- to go into those areas. Do you have the
same or different impression, experience?
MR. DENNIS: That has been the case in a relatively few instances. Of the total number of equal
access conversions in the State of California, I am aware of only five cases where there were not others
on that ballot competing for customers in a specific area. Now, admittedly, Senator, there are a number
of rural areas that have yet to offer equal access, because it isn't mandated under the conditions of the
Modification of Final Judgment, and so it's not necessary. And in some instances, I suspect that probably
co :npeting carriers have not asked for the right to have equal access. But where there has been, with the
exception of five, there has been competition.
SENATOR MORGAN: I sense from what you're saying, glancing through your prepared statements,
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that you feel that the rate-setting procedure before the PUC is not equal between all intraLAT A
carriers.
MR. DENNIS: InterLAT A.
SENATOR MORGAN: Inter, cross-country. Do you want to describe that a little rnore?
MR. DENNIS: Yes. For example, if AT & T were to elect to change its prices for services offered
within the

we must file an application before the =:ommission, which we did in November of 1985,

to increase our rates by what I thought at the time was a modest amount. And we are required to submit
substantial supporting evidence for the justification for doing that.

It measures in feet.

The

documentation is tremendous that is required. We must present that case before the Commission in
public hearings, where our competition is free to pose questions and ask questions relative to our
competitive service, information that would in most instances, I think, be construed to be proprietary,
and wait long periods of time. We finally after filing that application in November of 1985, we got a
decision as you all heard last week. That's a relatively prolonged proceeding I would suggest to you. In
lieu of that, our competition is allowed to file tariffs and put rates into effect within ten days in the State
of California. That's an example of the difference that I was suggesting existed.
SENATOR MORGAN: And is that filing open to the public?
MR. DENNIS: Yes, it is.
SENATOR MORGAN:

I'm not quite clear on the question that the Chairman raised and your

answer. You said that you have---the rates were down 16 percent in California since divestiture, did I
hear that correctly?
MR. DENNIS: Yes, you did. Since January of 1984, our curre:1t rate levels are 16 percent below
what they were.
SENATOR MORGAN: /\nd when you say rate, you're referring to •.. ?
MR. DENNIS: The prices that we--SENATOR MORGAN: Base price?
MR. DENNIS:

Yes, our base price for long distance, private line, WATTS, and BOO telephone

service.
SENATOR MORGAN: ,l\nd you said that you did not file for a rate increase in your advertising and
marketing budget?
'v1R. DENNIS: That is correct.
SENATOR MORGAN: And yet our material says you got a 10 percent increase.
MR. DENNIS: We did not.
SENATOR MORGAN: What's the---I'm confused.
CHAIRMAN ROSENTHAL: I would have to ask the PUC at some point to give us an answer on that
one, because that was my understanding as well.
SENATOR MORGAN: Because I'rn just reading from the papers I was given.
MR. DENNIS: We received an $8 million award effective by January the 1st of 1987. ,1\nd that
represents less than one-half a percent increase in our rates.
SENATOR MORGAN: For that piece of your budget? Or for yo•Jr ••• ?
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MR. DENNIS: For our total, total, budget. Our total budget.
CHAIRMAN ROSENTHAL: But how much of an increase -- let me follow up on that -- was it for
the advertising and promotion?
MR. DENNIS: Zero.
CHAIRMAN ROSENTHAL: OK.
MR. DENNIS: Zero.
SENATOR MORGAN: Thank you.
CHAIRMAN ROSENTHAL: OK, Larry Kamer, Senior Manager, MCI Communications.
MR. LARRY KAMER: Thank you, Mr. Chairman, Senators. Good morning. I'm Larry l<amer,
Senior Manager of Government Relations for MCI Telecommunications.
CHAIRMAN ROSENTHAL: And you're also not going to read a statement but to tell us ••• ?
MR. KAMER: I have cut this statementto ribbons and I'll just highlight.
CHAIRMAN ROSENTHAL: Thank you.
MR. l<AMER:

This committee held hearings on long distance competition a year ago in Santa

Monica. The primary issue before us at that point was equal access implementation and the confusion
that had resulted from the exchange-by-exchange implementation of equal access, and my remarks
focused on that problem.
We have talked a little bit about the equal access issue in rural areas, and I want to address that
right up front. We faced a deadline on September 30 for the initial implementation of the bulk of equal
access. And at that point, about 70 percent of the Pacific Bell lines had Diall service-- that represented
about 8.1 million lines-- but another 3.5 million lines did not. Pacific plans to convert another 2.4 million
lines by early '88 in response to a request by MCI.
Our business plan, frankly, calls for us to move in an orderly progression through the Pacific Bell
service area, then to the GTE service area, and then into the rural areas. It really doesn't make economic
sense to do it willy-nilly or in any other fashion. So I want it in response to the questions that were asked
earlier.
Now, in the last year since that Santa Monica hearing, a lot has happened in our industry and a lot of
things have developed within our company which I want to review very quickly-- things that we think will
position MCI for competition in the long haul in California. Our network continues to improve. In
September, we completed a 500-mile north-south fiber optics route along the California Aqueduct,
stretching from San Joaquin to Los Angeles Counties, which gives us---that and other fiber optics
improvements give MCI the largest operational fiber optics network in the State of California.
We continue to add countries to our list of foreign destinations. A year and a half ago we served
only 3; today we serve 45 -- the countries which account for two-thirds of the international traffic.
We acquired another long distance company, SBS, from IBM. We have benefitted, frankly, from the
stability of IBM's investment in MCI and the market improvements SBS gave us. There are some who are
fond of referring to MCI-slash-ROLM-slash-IBM as if it were one company; but we have not acquired
either of those two yet.
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in California. In 1985, AT&T paid some 80

percent of its total revenues back to local exchange companies for access. MCI's number is about 57
percent. I'll let Robin speak to Sprint's situation.
These high access charges artificially inflate the cost of long distance service to consumers. They
make California a decidedly bad place in the future to be in the interexchange business.

And we

ultimately will hamstring the emergency of an effective, competitive telecommunications market.
want to call this Committee's attention--CHAIRMAN ROSENTHAL: Let me just---you indicated that since deregulation the cost of long
distance has come down 25 percent. And you want that to come down even further so that my homeowner
has to pay more money for his telephone bill, her telephone bill. Is that the---?
MR. KAMER: I'm not making that logical leap, Senator.
CHAIRMAN ROSENTHAL: Well, but I don't know how else to interpret what you said. I don't know
who picks up the difference.
MR. KAMER: There are other parts of this equation: the intraLAT A toll contribution to local
exchange service, private line contribution. And these are the finer points that I think the PUC staff is
well-positioned to look at objectively, to look at these numbers. 'Nhat I'm saying is the level of access
charges that we are paying are excessive at this point and are almost---are more than any other factor
jeopardizing our ability.
CHAIRMAN ROSENTHAL:

And with those excess charges, long distance has come down 25

percent. I think that's a very significant drop.
MR. KAMER: National.
CHAIRMAN ROSENTHAL: Well--MR. KAMER: That's national advertise---! don't believe that the intrastate average is anything
near there.
CHAIRMAN ROSENTHAL: But when you say nationally, what is---?
. MR. KAMER: 16 percent.
CHAIRMAN ROSENTHAL: Ah, all right, I'm sorry, go ahead.
MR. KAMER: I want to call the Committee's attention to Commissioner Hulett's remarks during
the announcement of the AT & T rate decision a couple of weeks ago, in which he took appropriate note of
this very predicament that the long distance companies find themselves in.
We believe that the CPUC remains the arena in which competition issues should be resolved. We
think that basically its course is a sound one, although I suggest that in the area of access, it needs a great
deal of fine tuning if long distance competition is to thrive.
I want to move along now to some policy alternatives that I hope we don't see.
CHAIRMAN ROSENTHAL: Yes, Senator Keene.
SENATOR KEENE: I wasn't sure what you were going to get into next, but my question pertains to
what you've already discussed. Is your objection to the cross-subsidies the fact that they exist at all, or
the fact that they occur at the time that prices are set by the regulatory entity?
MR. KAMER:

It's not so much the existence of the cross-subsidies; it's the levels at which

interLl\ T A taU are relied upon to subsidize basic exchange service and other services.
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SC:NATOR KEENE: Can you translate that for me, becHuse I really don't understand it?
MR. KAMER:
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SENATOR KEENE:
residential users.

subsidies
MR.

the \lloore

Are

Fund or are you talking about

subsidies within the rate structure?
SENATOR KEENE:
existence of the subsidies that we object to. It's the levels at

MR. KAMER: We don't---it's
which

are

the ball.
AN ROSENTHAL:
The access
work. I must have :nissed

understand how access
one of
• KAMER: We are called upon e3ch of
over the cost of

in the

the

business, to pay well
to pick up our cost

service back to

and a

on the network to pick up the calls from

the local network. We

at the other end. We are not an end-to-end

the users,
provider.

Yeah.

CHAIRMAN
MR.

we h8ve to pay.

SENATOR
in for

one moment for the information of

think we can finish in about an hour.
because I sense so;ne unease on the
the

Chairman,

of my remarks very quickly.

, that I do want to

Two

alternatives to keeping the PUC in the
talked about what appears to be a variation of its

driver's seat in this matter: Pac fie Bell earlier
rate stabilization

look at with

with

interest and we think the Commission ought to look at

of that rate stabilization

do

needed a lot of

waterfront of new

are o

frankly; but we

and services and what competitors
, is

and

worth

I_

recurrence of what has shown its head in

called

the Dole bi

are

of the

things like

~ongress,

tion 100 in

'3t.

the so-

~~rizona,

which

word to describe it-- to give these local exchange companies
while reta
of the existing

customers.
processes
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It was these

processes, the

frankly, led up to the divestiture in the first

place. And I think we need to remember our history a little bit.
I'm going to stop at this point and take your questions and hopefully get to some of these other
points later on.
CHAIRMAN ROSENTHAL: What other kinds of future telecommunications services would you like
to provide if more competition in the intraLA T A market opened up?
MR. KAMER: We've already got some things pending at the PUC: our V-Net (?),which is a Virtual
private network service; our PRISM 3, which is a service for high volume users. These are things that
have been held up at the Commission which we're working to get through. But the only thing that is
constant in this industry is change. I think you can expect all kinds of new products and services from the
companies represented here and the ones who aren't represented here.
CHAIRMAN ROSENTHAL: Are there examples that you can indicate which demonstrate in other
states what happens when there's greater deregulatory freedoms?
MR. KAMER: The problem, I think, with---1 mean, I would cite an example on the positive side of a
wise deregulation course is in Washington State; that is, what's already on the books. Not the piece of
legislation that's floating around now, which is a terrible bill.
Most unfortunately though, most states--CHAIRMAN ROSENTHAL: Explain to us what the present regulations are and what the other piece
of legislation would attempt to do so that we understand where you're coming from.
MR. KAMER: OK, on the negative side, the deregulation bills that we see in most states, and which
the Washington State bill, the new legislative bill, mirrors, basically let out from regulation much of the
services, even the monopoly services, of local exchange and sometimes interexchange companies. By
escaping that regulatory scrutiny, we lose---you know, you make the commissions, the regulatory
commissions in those states, powerless to look at things like cross-subsidies to insure that monopoly
ratepayers aren't footing the bill for speculative ventures, some of which I imagine the committee got
into yesterday. The Washington State report, which was recommended by committee and pushed through
the legislature, charts a fairly predictable course for deregulation, removing some of the regulatory
burdens under which telecommunications companies operate in a very routine way with indicators in the
marketplace. You know, when certain things happen, then we deregulate, not let's just take hands off
now and hope for the best.
CHAIRMAN ROSENTHAL: In other words, you don't want to see complete deregulation, period,
because that might in fact hurt you?
MR. KAMER: I think it would---you know, we can't talk about deregulation and •••
CHAIRMAN ROSENTHAL: No, no, !---yeah.
MR. K.LVv1ER: ••• competition as sort of religious ideas. I mean, at certain points, we need to move
toward deregulation. We've never argued anything differently. It's just a question of timing.
CHAIRMAN ROSENTHAL: All right, thank you.
SENATOR MORGAN: Just a quick question.
CHAIRMAN ROSENTHAL: Yes, certainly.
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I found

SL=N/\ TOf?. MORGAN:

t very helpful to get a better understanding of the

zation of some of the energy companies we're dealing with. Could you do the same thing for me
with your re!a

with IB'v1 and what the structure looks like"

MR. !<l\MER:

Sure.

We

primarily in the satellite

from IBM another long distance co:npany, SBS, which is

distance business.
of IBM?

MORGAN: Is MCI a

between us and IBM ever call for that t::J happen.

fv1R. l<l\MER: No, no. Nor does the
'Nhat happens is that IB'vi initia

made an investment.

purchased 16 percent of our

shares

When we purchased S3S from them, they

stock. So they're a majority stockholder. I don't know

if they're the largest stockholder-- I think our chairman m8y still be -- but they are certainly up there.
also allows for IRM to

The
after that po

without our permission 'Jfl to 30 percent of our stock; and

if they're still interested in us,

have to come back to our board of directors to do

anything more than that.
SEt'-JATOR MORGAN: Thank you.

nrn-·1 Robin Qu

CHAIRMAN ROSENTHAL: All r

Manager of Governmental Relations at

US-SPRINT Communications.
MS. ROBIN C. QUIROZ: Tha'li< you. I guess I'd fint like to lecid off
would

from Senator

were a

We are now US-SPFUi;JT.

bet·.,veen US Telecom, or US Telecomrnunicat
are

~TE

that have

in your memo, and I want

that

deregulation until .1\ T &T no

alluded to it -- the issue is one of timing. You cannot have
holds marke

pO<'ter and market share.

competition, exists in the marketpl8ce. AT &T is still

it's only a handful. You have to look

issue. 'Ne do not believe that competition, true
quit'~

dominant with 80-90 percent of the market.

if you look at the number of
t the market share.

180 companies, resel!ers, and facili

intere

This is so nething for

Dennis talked about over 100 providers in California. That is the case. There are over 100
providing interexchange service.

AT & T sti

co,npetition and long

going to occur, and we support that

regulatorn and state legislators to review. That 1s the

;na

so our US-SPRINT. Our

that SPRINT

• Let me start

concept completely. Mr. l<amer

prov

has been formed

and US Teleco>n.

distance market. We

~J!r.

A

GTE

and

Let me start out -- I want to address all
to be brief and to the

to 8 question that I

on the structure of our company. Prior to June of this year, we
of GTE.

co

a:~d

has 80-90

Despite the fact that there are

providing the

distance service,

of the market share. SPRINT, which is the nation's third largest provider of

serv

competi ion exists when you have small providers out there.
i\T&T still enjoys

ficant

fro11 its longstanding position as a monopoly.

To go

through this very quickly, they include access to universal, historical traffic data, which gives it the
ability to plan and engineer their

s with greater efficiency and accuracy. We don't have access to

this kind of information. They have a completely bui

high quality network with dialing access fro11

every telephone in the United States. This was developed over several decades at ratepayers' expense
with a guaranteed rate of return. SPRINT is putting $2 billion into our network, the nation's first
completely built fiber optic network-- $2 billion and we still have to pay, as Mr. Kamer is talking about,
very high access charges. We have to beat AT &Ton its price. And we have to sink all the money into a
very costly system.
AT&T also has the benefit of widespread name recognition and trust that's been built over a
hundred years of monopoly status.
We believe that regulation should continue at the PUC in order to bring us from a transitional phase
from a monopoly environment into a truly competitive one. Your role as legislators should be continued
oversight. And we believe that the PUC should have continued regulation over AT &T. We believe that
AT &T must be de monopolized before deregulation can work. Competition would be severely threatened
by any premature deregulation of AT &T. And this danger to the development of true competition has
been heightened by some of the developments that you've seen occur at the FCC, and we disagree very
strongly with that, and I think the FCC believes that competition and deregulation are synonymous. They
simply aren't.
I also want to point to the Oil that the PUC began last December for the sole purpose of
determining whether or not there is competition in the interLAT A market and whether or not if there is,
should the traditional form of rate-based regulation be discontinued for AT &T. I believe that legislation
would be premature at this time until we see the results of the OII. And one of the things I believe the
PUC is going to be looking very carefully at is market share with AT &T.
One of the questions that was posed is whether or not we should look at other states' regulation or
other states' legislation. A number of states have passed deregulation, de-tariffing types of legislation;
mostly in 1985, and some in 1986. I'd say that it's not the right time for us to actually implement any new
legislation or push through any deregulation legislation until we see what comes out of the PUC.
However, if you're going to review legislation, you might want to look at some of the states that have
taken a more thoughtful approach and had widespread participation from industry, regulators,
legislators, and that have formed task forces and carefully studied how to develop a bill that is fair to
everyone.

Should look at the States of Washington, the bill that they passed in 1985; the State of

Wisconsin; maybe the State of Utah. I know Senator Schmit's here from Nebraska. I would say that
Nebraska had the most radical deregulation approach in the entire nation. It was used as a---it's going to
be used as a testing ground. As you know, that bill has been challenged on the constitutionality. I would
suggest that we can look at some of the other states' legislation, but now is not the right time to proceed.
The other question that you've asked is when is really the right time to deregulate and how long
should this transitional phase last. That's a very complicated question, and there are no easy answers.
But I would suggest that when AT &T no longer has market share, market power; when a number of
companies can survive with a reasonable share of the market without regulation, then maybe it's time to
deregulate, but we're not at that point yet.
CHAIRMAN ROSENTHAL: Do you have a percentage figure at which point you think that might
come about? Obviously, they have a large share of the market. How do you see that being reduced to
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some level at Nhich it then becornes fea::;ible to so-c3ll deregulate the bahnce?
~!lS. C:)UI~OZ:

l don't think there's a magic nurnber that you can pull out in terms of a percentage of

th>: market, nor is there a specific time deadline in terms of, you know, 1990. It 3ll depends really on
market share and market power, and that's something that the regulators have to review. Factors to be
or any barriers to

considered would be the ease of
and market

building our network.

of years since divestiture. We've had to sink a lot of money into

a

. It's

in the marketplace. Again, -narket power

l access is still---hasn't heen totally comple

• Seventy percent of Pac Bell's

lines have been converted. Not even half of General Tel's lines have been converted. It's going to take
:mme time.
CH,L\IR!v1AN ROSENTHAL: Do you think ;ve hnve a responsibility to maintain or to encourage the
smaller long distance or those

distance, even smaller than your company's,

are prov

resellers?
MS. QUIROZ: Absolutely. I think

tors and regulators should do everything in their power in

order to promote competition, because that's what's ultimately going to give consumers the lowest price,
the best quality, and the widest range of choices.
CHAIRM,i\N ROSENTHAL: Could you comment on the concept of/\ T & T asking for and perhaps
getting a range of

ing? Would that

or hinder?

'VlS. GlUIROZ: There are a lot of problems associated. That's known as a banded rate. And I t:hink
there are a lot of

that

should be aware of when reviewing those: How

and

wide should the band be? I mean, what should be the low threshold? What should be the high threshold?
;\ssurn

that the offering is based on cost with some

below that particular line of
extent it goes

0

t built in

at some point if that band goes

some kind of service at below cost; to the

to ______ profit. So where do you draw the line

0

down the band? I think it's very difficult.
I also wanted to make another
flexibili

on AT & T and also allow

on what Mr. Dennis was talking about: easing up the

the

to introduce new services without approval by the PUC. One

of the services he mentioned was Reach Out California. Just t:J rernind you that a week ago Friday, the
California PUC threw out the Reach 'Jut California plan and the C8lifornia business plan because it was
below cost. Now, if 1'\T&T was allO\·Ved to

introduce those new services, you can imagine what's

happen.
CHAIRMAN ROSENTHAL: Senator Morgan.
SENATOR MORGAN: I wonder if either SPRINT or MCI would trade a piece of the market share
for the same rate

procedures that AT,:!,: T falls under •

• l<;\tv1ER: You're talk

about hav

us or giving us a

of the market in return for going

in for rate-based---for rate cases? I don't think that's a real---I don't think that's a realistic outcome.
First of all, it would require AT&T to

us so;ne of their customers, which I imagine they wouldn't want

to do. But we are not---we do not serve any areas where our customers are
customers can always leave. AT & T's custo:-ners cannot and traditionally

~ave

veo~;

in other words, our

not. That's why they still

have to undergo this rate case scrutiny and treat them as if they were a monopoly.

I would argue that AT & T is less of a monopoly than it was when we started this whole equal access
process. I think that we might want to take a careful look at the rate band proposal and not dismiss it out
of hand, because frankly, I think it's a bad situation when you have a company with the power that AT & T
has they can't make money in the state. And I don't think it all comes down to management or lack of
resources. I think that sets a bad precedent for all of us in the long distance business.
SENATOR MORGAN: What if you dealt with just---when we set up ten zones for the intraLATA,
we could set up zones for deregulating, what if within highly populated areas where people do have a
choice and like the rural areas where, you know, there may be a captive audience and they may not---and
they don't have a choice, you were required to go through the same rate-setting procedures in exchange
for a bigger piece of the market.
MS. QUIROZ: What you'd have in that kind of case is a subsidy maybe from the rural areas. If
you're going to have competition, say, in one LATA and a steady stream of revenue in another, in case of
rural areas you're going to have a great deal of cross-subsidization. You're going to have the people who
reside in the rural areas pay for the competitive ventures in another LATA.
MR. KAMER: I think we're all awaiting yearly the results of the study that was prompted by
Senator Rosenthal's bill to open up one LATA or to look at one LATA of competition. A lot of it,
obviously, is going to depend on whether that's the Chico LATA or the San Francisco LATA, how
attractive it is to competitors, how much business there really is there. But I think Mr. Wyse alluded
earlier to some of the problems that have to be resolved in getting past this sort of theoretical idea of
opening up one LATA to competition down to the brass tacks; that is, how do you deal with the subsidies
that had traditionally flowed systemwide in the Pac Bell network that helped pull costs down in that
LATA as well as in other higher or lower cost areas; what would competition do to that?
The issue of intraLAT A competition, you know, again, theoretically, we'd love to be able to
compete everywhere, because competition and technology don't really know any artificial LATA
boundaries. These are sort of regulatory---artificial regulatory boundaries that have been set up to ease
us into competition. But on the other hand, we recognize that the subsidy from intraLAT A---from
Pacific Bell having that intraLA TA monopoly is substantial and maybe undercut if we open it up to
competition.
SENATOR MORGAN: Mr. Chairman, if I may make one last question ...
CHAIRMAN ROSENTHAL: Yes, certainly.
SENATOR MORGAN: ••• for any one of the people before us. You've said that your rates have gone
down 16 percent in California and 25 percent nationally since divestiture, Mr. Dennis.
CHAIRMAN ROSENTHAL: Gone down.
MR. DENNIS: They have gone down, Senator.
CHAIRMAN ROSENTHAL: Gone down.
SENATOR MORGAN: Right, have gone down. Now, is there any parallel with telecommunications
to what we've seen in the computer market where you used to be able to buy a hand calculator for a
couple of thousand, you can know buy it for $29 that does basically the same thing? Have fiber optics and
the new technologies resulted in any similar reduction in costs that ••• ?
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MR. DENNIS: I suspect that there is a very close similarity to what you are suggesting, and I think
that that's typica

true of a competitive market. It is not a

market. It possesses none of the

characteristics of a monopoly market. And, you know, the
virtually z.ero some costs required for a
intraLA T A market
of business.

irne'lts to entry do not exist. There are

who wishes to go into business competing in the

that

would be 100 percent transferable to another form

m

t, you

th3t I can see that would

is

the entry into the

xi from the business.

or

SENATOR MORGAN: I'd l

back to my cost question, about whether or not the technology

has 3llowed a reduction in cost that are parallel
MR. DENNIS: Clearly

more than, less

the reduction in rates charged.

is---will---is and will continue to drive costs down. Admittedly,

most of the cost reductions that we have seen to date in our intrastate business in California has come
about as a result of the reduction that Mr.
intere

carriers.

mentioned in the access charges that are imposed on the

He :nentioned the program of "SPF to SLU by 1992,"

kind of an acronym.

(Lcmghs.) Vvhat that really means is that t;,e Commissio'1 has ordered that the local exchange companies
reduce their access charges to the

carriers over a five-year period to a certain level. Most

of the reductions have come about as a result of that.
SEhlA TOR MORG.i\N:
MH. K.AMER:

Again, to retmn to the familiar

to pay rent on your

where you are no
that

response to

was. You can go out and

phone with

an expensive phone. You can buy a
,And that kind of choice is, I think---! mean, that one

I think best illustrates

a result of

long after you've p<=iid for what the cost of

a

you can buy a basic

narrow

custo:ner

and

have all sort of come into synch as

tion.

SENATOR

MORG/\f~:

OK:, but that's for the custo;ner. What 0bout the for the company and the

lines that you have to use and the

that you have use within your service?

tlR. KAMER:

there---it's no coincidence that ;:lll of us are s::Jrt of worshipping

at the ;:;!tar of fiber.

Fiber optics

to all of our companies, local and long distance, a

technology that allows us to put tremendous Brnounts of
lower

of equipment, we know have a situation

much lower

a very re

isticated traffic on the network at much

• The installa on costs are

dynamic system tha

but once you've paid for it, you've

wi I serve your smallest rural---can serve your smallest rural

custo;ner when the technology gets out there to IB\1 and the Bank of /\merica and all their needs.
1

115. QUIROZ: To get back to your
to the

on whether or not that's really going to trickle down

at least as far as SPRINT is concerned, a lot of the money is going up front-- 2
to bu

not go

to see the tremendous sav

the network. S0 with all that capital cost up-front,
a!lud

to.

Secondly, when over 50 percent of your revenues are going to pay for access charges, technology
may not make that much of a difference in bring

the price down. :'\t least in the short run. I think in

the long run, the ans·wer to your question is yes; in the short run, no.
CHAIRMAN ROSENTH.I·\L: Senator

~<eene.

SENATOR KEENE:

The original regulatory concept had to do with the issue of monopoly,

extraordinary market control. You're now arguing that where there is market dominance -- the two
smaller companies I'm talking about now -- that where there is market dominance, you ought to have
regulation. If that's a good principle of social policy, we would be regulating all sorts of industries where
market dominance exists, to a degree similar to what appears to be occurring here. What's the argument,
therefore, for us to continue regulating here other than some sort of status quo argument, that you used
to do it, you ought to keep on doing it until we resolve this issue of market dominance?
MS. QUIROZ: Well, first of all, the national policy is supposed to be competition, you know if
you're well aware of what competition is supposed to bring consumers. You can't snap your fingers and
then one year, two years, three years suddenly have a competitive environment. It's not that easy for
facility-based carriers to come in and compete and get a greater share of the market. I'm not talking
about having state regulators continue to indefinitely regulate AT & T to allow SPRINT to grow. I'm
talking about we're still in a transition phase from a market dominated by one carrier to a marketplace
where many competitors with a decent share of the market can survive and survive without government
regulation. Otherwise, a company like AT & T can use predatory pricing to squeeze out the competition
and gouge the consumer, and where are your protections?
SENATOR KEENE: Well, there a whole host of other markets where concentration has occurred
with dominant corporations in those markets as a result of competition that have never been regulated.
MS. QUIROZ: Are those markets where the service provided is an absolute, vital, essential public
service?
SENATOR KEENE:

You know, do you think shaving cream is---it's important to shave every

morning, you know? (Laughter.)
MS. QUIROZ: That's my point. That's my point. Exactly.
SENATOR KEENE: The answers are yes, some of them are.
MS. QUIROZ: Is that certain regulation is required though for essential public service.
MR. KAMER: Senator, as you look to answer that question, you're immediately confronted with a
problem that there is---there are no consistent or very few consistent and, in many cases, absolutely
contradictory policies coming out of the federal regulators and the state regulators. This Commission
tends to take a longer view and tends to stay involved in these issues a lot longer than other state
commissions. The FCC, in the case of telecommunications deregulation, seems to have caught a bad
case of deregulationitis. They want to just deregulate it all now and wash their hands of it, and C:hairman
Fowler has as much as said so. That leaves to the PUC and legislators to sort of pick up the pieces with
confused consumers and companies like ours that are complaining that we're not making enough money,
at least to cover our investments, and all kinds of other problems that result. It's consistency that really
is a major part of the problem. You know we have to keep a historical perspective on why we used to
regulate AT &T and the old Bell System the way we did, look toward where we're going, what do we want
to---where do we want to be in terms of competition, and how do we get there, what's the timetable. And
right now, I would argue that the real issue is that question of timing. I think we're all agreed that in
many cases competition is inevitable and we can't do much about it.
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SENATOR KEENE: You're not talking about time in terms of a time certain; you're talking about
time in terms of when you achieve a successful competitive situation. Now, competition means some
people stay and some people get out, some people make it and some people don't. I'd love to see you make
it, but if we're nationally moving toward a situation of increased competition and people don't care
anymore about trust busting and they don't seem to-- I suspect it'll come back one day; they don't seem to
right now -- then it seems to me there is an argucnent that you ought to take your chances and that
market share ought not to be the condition of when we deregulate, that that shouldn't be a factor.
MR.. KAMER.: You know, there is the third ...
SENATOR KEENE: Of course, you'd make an argument. I mean I •••
MR. KAMER: There's another argument •••
SENr'\ TOR KEENE:

••• other than you're saying the history is that we had regul<1tion here;

therefore, we shouldn't take it off.
MR. f<AMER: Yeah, I don't ••.
MS. QUIROZ: Let me throw questions then back at you. If you deregulate right now, and if i\ T & T
would be successful in squeezing out all the co:Tlpetition, you would have

b::~sically

a deregulated

monop::Jly; and what kind of protection would be left for the consumers, th8 people in your district, the
people throughout California, if you have a monopoly that's totally deregulated?
SENATOR KEENE: Well, but then, maybe we ought to go in and regulate a whole host of other
markets in the interest of so-called consucner protection. Because if market share is the determining
factor, it shouldn't apply only to this market, it should

to all other markets. I don't think anybody's

for that.
~v1R.

K.Atv'IEI1.: The flip side of the

hundred years of
f1~cause

tion obvi
bone se

presumably that regulation knitted

ice for

and the

y that we're now living under, a

bnsic service for everbody.

ther all tl1ese loose ends and made the subsidies flow to

the more expensive areas so the consumer wouldn't have to pick up the tab. How do we :Tlove into a
competitive market without making tt1e consumer foot the bill, wit:-,out making the consumer foot the
bill for

ventures that a lot of companies are talking about getting into that you dealt with

yesterday. You can't just ignore this legacy. The question is haw much do you, you know, look backwards,
and how much do you look forwards. And I would argue that you are constantly having to do both in this
gray area that you're in right now.
SENATOR KEENE:

Well, I'm not arguin1;1 that, that deregulation is necessarily good policy in a

whole host of areas. It seems to be occurring, however, and arnbiv3lence doesn't seem to me to help the
situation -- either we're going to move in that direction or we're not going to move in that direction. If
we're

we ought to get about it and not wni until the market shares tend to equalize or come

closer to equalization. It just doesn't make any sense to me. Yt doesn't make logical S•"!nse to me.
Ci~-JAIHMAN

ROSENTHAL:

Senator t<eene, let :ne ask you a question:

'#hat if in fact we

deregulated? And we will hear in a few minutes about what happened in Nebraska. It says here, by the
headline, "The phone bills that ate Nebraska." 01<? This really could be coming soon to your house, and it
could happen here as well. You have one company left that then determines what the rates will be and
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nobody saying that they shouldn't. See, if you have an unregulated monopoly, then you have prices
determined by that monopoly. That's the other part of the formula that-- -and especially on an area
where you want to make sure that you have universal service, that becomes part of the problem. And I
understand the point that you're making. But until there is at least a company that has certain facilities
in place that can compete in certain areas for a share, even though that share be smaller than they would
like, you at least have someplace where somebody can turn in case the monopoly is just going to increase
rates out of sight.
SENATOR KEENE: Well, originally we wanted monopolies in this area or at least felt that they had
to exist. And we regulated them for that reason.
CHAIRMAN ROSENTHAL: And we had low telephone rates ••.
SENATOR KEENE: Yes.
CHAIRMAN ROSENTHAL: ••• for the homeowner.
SENATOR KEENE: Yes.
CHAIRMAN ROSENTHAL: OK?
SENATOR KEENE: We have since decided, we have since decided that we don't like monopolies
really, or at least that we don't need them anymore, and the antidote to that is regulation, and that
doesn't make sense to me. It doesn't seem to me to make logical sense. If we don't want monopolies, we
ought to break up monopolies, because what we used to do in this country. We don't do it anymore.
CHAIRMAN ROSENTHAL:

Well, all right, we will hear from the response group. I'd like to

welcome Senator Loran Schmit, who is Chairman of the Committee on Public Works, which is
comparable to the one we are on, from the State of Nebraska.
'Ne also want to invite up here Duncan Wyse, Director of Policy and Planning for the PUC and, last
but certainly not least, Sylvia Siegel, Executive Director, Toward Utility Rate Normalization
organization called TURN.
I am particularly pleased that you came out to California, and I understand you came out
specifically for this hearing at our invitation because we think that you have something to add to our
concerns and what we're looking at. What kinds of actual policy debate on deregulation occurred in your
legislature and anything else that you would like to add as things for us to be aware of and wary of? Even
though California obviously is a much larger state and has a more complex population and size than what
have you, we may be able to learn from what happened in your state. So welcome to California.
SENATOR LORAN SCHMIT:

Well, thank you, Senator Rosenthal and members of the Senate

Committee on Energy and Public Utilities. My name is Loran Schmit, and I'm Chairman of the Public
Works Committee in the State of Nebraska. I have some remarks here which I jotted down before I came
out, and I will leave them with the committee. I will skim over them and •••
CHAIRMAN ROSENTHAL: Fine.
SENATOR SCHMIT: ••• make some comments from them. And I hope that if you want to interrupt
me at any time and ask questions that you will do so, because I think probably we'll have a better
exchange in that manner than if we wait until I've completed my remarks. I'm really pleased to be here.
And I would have to tell you that I'm a farmer and a businessman in Nebraska, and I generally do not favor
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unnecessary government intervention in business.
'Jver the years I've been in the legislature, which has by now been almost eighteen years, I've
introduced a lot of bills that are usually considered to be pro-business and in fact anti-regulatory. It is
with some satisfaction then that I notice that there was a lot of interest in the '\Jebraska unicacneral
relative to deregulation of industry, and we did commission a study of the project.

And the general

conclusions were that where competition did exist th8t the consumer would bene fit from some kind of
deregul3tion. It's kind of interesting as I listene:i lo some of the preceding witnesses here as to the
amount of deregulation that we want. /\nd almost everyone is in favor of deregulation, but only that
amount which they handle. And obviously, the larger you gre, sometimes the '1lore you can handle. And
that range is in Nebraska as it is in most areas from very large to very, very small.
It's kind of interesting that most of us in the Nebraska Legislature-- and I should tell you that we're
a one-house legislature and there are only

,~9

of us and we are theoretically nonpartisan, so we're not

elected on a party basis. Perhaps that is why Nebraska was somewhat of a targeted area for the bill that
was introduced.
And I would just have to say that as a result of this study that was conducted we did introduce a bill
as a committee bill; and it provided basically that competition did exist, that deregulation would occur,
::md it would until that time provide for some limited means of regulation by our Public Service
Commission. In all fairness to the industry, our Public Service Commission perhaps did not sometimes
act with the expedition that they should have on rate request; and I guess that might have been one of the
factors for the industry to introduce the bill which did eventually become law.
It's kind of interesting that the study that we called for recognized the vast range of opportunities
and that in most instances, there was not really any understanding on the floor of the Legislature as to
what was involved.

It was a little frightening to myself, but I'm supposedly one of the experts on

telecommunications in the Nebraska Legislature, and that would

b~

to compare a Shetland pony with

Nebraskn's most famous thoroughbred. And I'd have to say that it also 1neans my three colleagues who sit
on the floor with me who are employed by the telephone industry did not probably know much more about
it than I did; in fact, less for at lee1st two of them. It didn't hamper their voting in any way; that seemed to
work out all right. (Laughter.)
But I think it's kind of interesting that the industry we know is under some sort of mandate of the
federal govern nent to deregulate, and we're going to have that.

.And I think that the '\Jebraska

Legislature recognized that we had several alternatives: One, we could take no action at all. Second, we
could regulate the new entrants into the industry rnore vigorously than we had in the past •.And very
frankly, the existing companies had some justifiable concerns in that regard.

We could completely

deregulate the industry. And it was always interestinrJ to me when we spoke about complete deregulation
that the proponents suddenly became a little less enthusiastic about that aspect of it than they had
previmt'>ly. 1\nd even the---even a good friend
could, as

:::1

3S

AT&T, we're not totally in favor of that. Or else we

fourth objective, implement policy which would provide for a gradual deregulation.

It's kind of interesting th::it the committee's bill was introduced after a bill which was drawn by the
industry, that bill was introduced by a very good friend of mine and a gentleman who has a lot of ability on
-48-

the floor, who is unfortunately no longer with us as a result of the voters' action subsequent to this
passage of the bill ••• (Laughter.)
CHAIRMAN ROSENTHAL: The author of the bill was defeated in an election?
SENATOR SCHMIT: Yes, he was. (Laughter.)
SENATOR KEENE: Mr. Chairman?
CHAIRMAN ROSENTHAL: Senator l<eene.
SENATOR KEENE:

This is a fearless legislature that you have in Nebraska. I mean, if we

deregulated and telephone rates went up, we'd blame it on the lower house. But you have no lower house
to blame it on. (Laughter.)
SENATOR SCHMIT: It's also true, Senator, that my good friend, Senator Kamp, when he was out--he was in Seattle a day or so before I was there, and he mentioned the fact that he had a number of other
bills that weren't anymore popular than this was, but Senator Kamp was a real legislator as was Senator
Vicker, both of them very active in the promotion of LB 835. Both of them were defeated. And the
industry in its arguments before the Legislature spoke on behalf of the many benefits that would accrue
to all of us, and they really emphasized and pointed out that it would, no doubt, cause local rates to rise,
but they were accenting the fact that they were going to operate on a cost-oriented basis. It's kind of
unfortunate, of course, that Nebraska being, principally, a rural state, one which---we have two-thirds of
our population along the eastern corridor. I come from a small town of 400 people. And I can really
understand that it's expensive to provide telephone service out there. However, it seems to me that
there is a benefit to the individual in Sacramento who might want to telephone me as opposed to my
wanting to telephone Sacramento. And so, when they say, well, it costs a lot more to provide service to a
town of 400 than it does to one of 400,000, I like to remind them that the communication system works
both ways. And over the years we have been assured that the concept of universal service is one which no
one wanted to abandon. At the same we talk about that, the same time the Nebraska Legislature enacted
this bill into law.
We are concerning ourselves with a lifeline program, guaranteed service for low income and to the
elderly, handicapped; and recognizing, of course, that that will come back to the Nebraska Legislature as
it would to this body and require some appropriations at some time in the future. It's awfully easy for us
to fall under the atmosphere of free enterprise and competition

• I point at myself,

and my own governor has made a number of speeches talking about the benefits to the bill. He did not run
for election, and I have a hunch that we will find out later on and before long just what the benefits to
that might be in addition to some of the other more obvious ones.
I think it's kind of important that I tell you a little bit about how the bill became law. The bill itself
has been widely discussed, and it has been the target of a lot of controversy. And as I said, I've spoken to
many states on it, and I don't really think that I need to tell you much about it. What we really did, we
deregulated the pricing of the services, but we very astutely protected the territory. And that's not too
bad a deal if you're in Nebraska, because you have pricing flexibility and at the same time you have---we
have prevented---we have built a fence around your territory so that you can't really let anybody else in.
Not too bad a deal. And of course, I think that it would not have become law in another state under a
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different condition.

But I must give full credit to the bill's introducer, Ernie f<amp.

He's a very

articul3te individual. But if you would, read the testimony on the bill. 'Ne never argued the -nerits of the
bill. We never argued. Senator :<amp, of the 49 members, was really the only proponent of the bill on the
floor; and he very adeptly..
job.

the'Tl into a corner on a number of occasions and he did a good

I'd like to say also that the industry employed a syste:n which I had not observed previously, in

eighteen year, and that is they virtually took over the Legislature.

.!\s I said earlier, three of our

rnembers worked for the industry; two of tl-tem were hired after they were elected; the other was elected
from that position and a v3ry qualified individw'll. The other two individuals had less experience in the
industry; in fact, none.
Also, the industry hired virtually every major lobbyist in the State of Nebrgska. It \AJas kind of a
stigma if you didn't have a telephone plant. (Laughter.) Talking about having a fight over

for

quite a while.
Also, for the first time in my legislative experience, the industry executives moved into the
"::apitol and many of them sat under the rotunda, the balcony, within a few feet of their legislator and
observed how I was voting on the issue. One of th3 executives even carne fro'll Lincoln and shared the
apartment of a legislator for a period of weeks to be sure that he didn't have any lapse of memory as to
how he was to vote.
I want to say that in Nebraska there were eight or nine or ten of those votes of rural areas who
should, in my opinion, not have voted for the bill. Secondly, about seven or eight of them will not have the
opportunity next time; some of them chose not to run; two of them were defeated. But I believe it's
important that-- I emphasize here-- that without the kind of continual pressure from the industry, the
bill would still not have passed. We have three stages in Nebraska: the U'lgislature where the bill is voted
upon. The first two times it obtained only the minimum number of 25 votes; at the final reading, it did
require 38 votes. But it was very obvious that it was a bill which was not very popular. I might also add
that the Governor's chief campaign aide was employed the industry prior to his election and, immediately
following his election, went back to working for the industry. Not altogether coincidental either, I would
say.
I would just like to say that it's kind of interesting also that many of the individual legislators who
have had a history of consumer protection, and that's sort of a philosophy for voting on the other side, and
have to also I suppose give credit to today's largest newspaper which for some reason supported the bill
very vigorously and in rny opinion did not inform the public adequately. I think that the Legislature and
my Committee, those of us who had a responsibility to inform them, the public, probably did not do a good
enough job either of informing the public of the entire ramifications of the bill.
I think th8t we're going to see additioncll effort across the United States to copy the Nebraska
proposal.

I'll be very frank with you, at the present time I believe that the

~ill

will be altered

considerably during the next session of th2 Legislature. I think it's important, as an individual legislator,
to know that if there had been a better explanation to the public, I think the citizens would have certainly
counteracted the efforts of the industry. I think that was shown very, very ably(?) in the election races
of Senator l<amp and Senator Vicker.

3oth of them told me that it had a drastic impact upon
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their- --adverse impact upon their election process. It's kind of interesting that we couldn't get that
information out during the legislative session, but after the session, it was a matter of record.
I think that also-- and again, I don't like to sound as if I'm anti-industry; I'm not-- I do believe that
when deregulation does take place, because competition is available, there will be some benefits. But I
think that in some parts of the country those benefits are going to be a long time coming. It isn't very
likely that there will be competition very soon to provide service to Bell (?) in Nebraska. Admittedly
changes in technology, as one of the members mentioned earlier, will provide for some impetus in that
regard, and I'm sure that will take place hopefully as soon as possible.
I'd just like to suggest it's a mistake I underestimated. I underestimated the industry, very frankly.
I've worked with a lot of legislation over the years. I've worked with industry or business, and I have never
seen a commitment in my life quite as dedicated as this was. And it's pretty heavy stuff for a Nebraska
farmer to have a member who draws a six-figure income come out to the farmhouse on a Saturday
afternoon and spent some time with you, and we're all susceptible to that. I think that---and it's also sort
of like running an eight-man relay race, and a few of us had to run all eight laps. They always had extra
people to come along. You never really had a chance to catch your breath.
Last, but I think not least, I think we should not underestimate our constituents' interest in this
area. Most of them are becoming educated about it; probably in some instances more so than those of us
in the Legislature. We know that, as has been indicated earlier, there are a variety of methods whereby
costs can be shifted and revenues can be adjusted. And we're going to see some real battles in the
intraLAT/\ area before long, I'm afraid. And it's kind of interesting that a toll call from David City to
Bellwood, a distance of less than 12 miles, is about $2; and from Bellwood to David City, it's a free call.
But those adjustments will take place rather rapidly as deregulation progresses.
I think that we have to recognize also that the public service commissions of the various states are
going to have to upgrade themselves---be better informed. They're going to move with more alacrity and
respond to the industry to a better degree than they have in the past. And I think that maybe, in all
fairness to the industry again, that had they been a little more responsive, we might not have seen some
of the action that has taken place.
And in closing, I'd just like to say that you're going to hear a lot of rhetoric about the virtues of
deregulation; you're going to hear a lot of rhetoric about the advantage of the Nebraska bill. Most of
those thoughts and comments are not shared by those of us in Nebraska. I would hope that as the industry
progresses and as the legislation moves through other states that the decisions the legislators will make
is the correct one. It's not going to be necessarily the popular one sometimes; you may be very lonely.
But nonetheless, I believe that in this instance we need to speak as our convictions dictate.
It's been a pleasure for me to be here. I'd be glad to answer any questions; and if not, th::mk you very
much, Mr. Chairman and members. I hope that I've been of some help.
CHAIRMAN ROSENTHAL: I appreciate -- I'm certain I'm speaking for the other members of the
committee who are here-- for your coming out and giving us this testimony. Is that law being tested in
the courts in your state?
SENATOR SCHMIT: Yes, it is. In fact, it will be argued I believe next week. And there were
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several areas of due process, a number of other areas that were challenged. And we wrote the letter; in
fact, it was kind of interasting. Again, we got their opinion back on a Wednesday which said the bill was
constitutionally suspect. And the speaker who supported the bill promptly adjourned for the weekend. So
it gave the industry again time to put the starch in the backbones of members who might have otherwise
capitulated; and they carne back on Monday and said, well, it's just a scrap of paper that doesn't mean
anything. We all know how we use .t'\.G. opinions. And in this instance, had we met the next day, I think
we could have probably defented the bill.
I do not---I believe the bill will have------------' will be accepted by the courts. But of

course,-----------and take care of it.
CHAIRMAN ROSENTHAL: So, do you think---what do you think will actually finally happen? Do
you think the L_egislature will either make some changes or the court will---?
SENATOR SCHMIT: I believe the Legislature will make changes prior to the time that the Supreme
Court comes down with the decision. There will be a lot of pressure. There is a lot of pressure now. It has
been suggested to me by proponents of the bill that we wait until we see what the Court does. Well, I've
been around long enough to understat:~d the .

- - - - - - - - - - So I do not

intend to wait.
CHAIRMAN ROSENTHAL: Yes, Senator.
SENATOR MORGAN: If you had had your way, what would have happened?
SENATOR SCHMIT: If I would have had my way, Senator, I would have enacted into law LB 1119.
I'm sorry --I thought I had the copy with me, but I have to blame it on the help I guess. The bill does
provide for deregulation as the competition comes into the picture. And as it stands now, there is
virtually no---there is virtually no regul3tion of price changes. Changes can be made up to 10 percent
without any approval of the Public Service C:ommission. And in fact, if---the only thing that can be done
if the public wants to oppose that kind of a price increase, they can carry a petition and ask for a hearing.
/'\nd I think if the petition is---if the rate increase is not granted, then the industry can come back next
year and come again. I think we all know that it's virtually impossible to get the public excited about the
petition process very often. I t h i n k - - - - - - - - - - - - - - - - - - - - ·
SENATOR MORGAN: '3ut is that for all providers of telephone service, not just the one or two big
companies? Does everybody get to have up to a 10 percent increase per year?
SENATOR SCHMIT: They're virtually all under the same umbrella.
SENATOR MORGAN: They're all treated the same?
SENATOR SCHMIT: That's right. It probably would not be a problem in some of those areas.
Ironically some of our small co:npanies are some of the most profitable ones and have done very well with
their systems. But of course, if they were to update them to modern equipment, they'd be totally
CHAIRMAN ROSENTHAL: Hmmrn. All right, thank you and please remain with us for the balance
of this hearing.
Duncan Wysc ag:1in, Director of Policy and Plarminl) for thc Purdie : Jti litins l':ornrnission.
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MR. WYSE:

Thank you, Mr. Chairman. I will try to brief, given the hour. Sylvia has a few

comments as well. What I'd like ...
CHAIRMAN ROSENTHAL: No, really? (Laughter.)
MR. WYSE: I was just reading a press release, so I have an idea what she might have to talk about
here.
Let me try to briefly explain how we're planning to handle the interLAT A investigation next June
and scratch some of the issues we think are important as we look at that investigation. Just briefly, first
of all, in understanding the interLAT A market, I think it was well-characterized earlier, it is not a
homogeneous market. It includes, obviously, traffic between the LAT As in California, and that includes
some major bulk routes -- LA-San Francisco, LA-Sacramento, and so on. It also includes services to
outlying rural areas. So it's a mix that way. It also has some short-haul traffic across LAT As, and the
customers that use interLA T A service range from very large businesses to very---into residential
customers who just use it infrequently. As a result of that, it's not going to be---it's surprising that the
amount of competition within the interLAT A market is going to differ across segments. We may find
ourselves, as I described, in the intraLAT A market with a mix, where some segments appear to be
growing more competitive, faster than other segments. And that's part of the complexity we face as we
begin to think about how we want to regulate this market in the future.
Essentially, the framework we've adopted today is what we call the dominant/nondominant
framework. We regulate AT &T under traditional regulatory concepts, under the theory that it does have
some intricate market power; and therefore, we'd be in a position to price services above cost in some
cases and potentially price predatorily in other cases. The whole reason we're in the regulation of AT &T
is to guard against those kind of abuses. The new competitors coming on are relatively small, call them
nondominant; and as a result, they don't have the same kind---

- - - - - kind

of market power;

and therefore, we give them more freedom. Obviously, that's a transition framework. That's not a
framework one would envision for a long period of time. The key question is how fast a transition you
might want to make, how soon should we begin to relax AT &T regulation.
We issued our investigation late last year and had a round of comments on that issue.

After

receiving the comments and looking at the current rate case before us from AT &T, the Commission
decided to wait on that investigation until we completed a current AT &T rate case and then go into the
fuller discussion next year---into the AT&T along with the regulation issue.
Just to briefly summarize some of the issues we're thinking about in that investigation: First of all,
the question is, how do we know when the market is competitive? How do we measure market power?
We've identified a number of possible measures which we're going to be exploring in the investigation.
First of all, market share has been raised. That's certainly one good measure. If a company has a very
large market share, it may be a sign of market power. Senator Keene mentioned that that may not
totally be the proper measure. There are plenty of industries where their single entity has a fairly large
market share.
Another important issue are the dynamics of entry and exit --how easily can firms enter a market,
how easily is it possible in the event that AT &T raises its prices for others to come in and provide
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alternatives to custo:-ners who want to use the services. And that gets into the question of how big are
the facilities of the co:-n;Jetitors, what kind of facilities do they have out there available to provide
service. Equal access availability is obviously important. Before divestiture, the other carriers had very
inferior access arrangments. You had to dial a lot more digits to get into their networks. You had to have
a touchtone phone and so on.

One of the key features of divestiture was to create equal access

arrangements for all co'Tlpetitors. We now have Bbout 70 percent of Pacific Bell's customers on equal
access, but rnany customers remain under traditional access arrangements.
Two other measures-- we need to look at the earnings of the firms, how well are the various firms
doing against one another, a whole range of possible measures we could be looking at. So we're going to
be trying to analyze each of those as we go into this investigation. CJnce we address those issues, then we
have this other issue, which is complicated.

Assuming we agree that there is some increasing

cornpetition as to market, how do we in fact grant flexibility? Do we do it by market segment? Do we do
it by custamer class? Do we consider, for example, more flexibility for large business customers and

residential customers? Those kinds of issues are going to certainly rise •.1\nd then again, what band of
flexibility if we're to grant it 311? Should we have rate bands, total deregulation, caps, and so on? Those
are all issues that are going to need to be raised in this proceeding.
Our plans are now to put together a notice in the next month or so and we'll try to schedule hearings
as was the AT&T case done in sometime next year. (Pause.) Well, I expect it'll be earlier, but we haven't
scheduled it yet, so I can't tell you. We're right now in the process of scheduling all the cases for next
year. My guess is we're going to want to da it earlier in the year.
CHAIRMAN ROSENTHAL: So that quic'< action then on AT &T's flexibility request doesn't look
probable?
MR. WYSE: Well, if quick means in the next month or two. But it could rnean---I just don't know in

terms of how long the hearings might take.
CHAIRtv1AN ROSENTHAL: One of the things that the Senator •nentioned, which I hope the PUC
heard, was that one of the problems was that there was not quick enough response to problems that
existed in terms of educating people soon enough to avoid sorne of the pitfalls. I hope that was heard by
PUC.
tv1f~.

WYSE: We heard.

CH.L\IRtv1AN ROSENTHAL:

01<.

What structure presently exists at the PUC for---to work on

future long distance regulatory policy? Or is there---do you have enough bodies?
tv1R. WYSE:

Well, yes, I thhk so.

We have in the public staff -- they file comments on the

investigation. We have found a very good person to write the notice on the investigation and really try to
think through what the issues involved are. And then the public staff has filed comments and I think they
did a real good job on analyzing the issues in this case as well.
Our overall telecommunic3tions mode is heavy next year. There's no question about it. We have
General Telephone; we've got continuing Pacific

8~1!,

as well as this AT&T case. So it's not going to be

e:1sy. But we've got a re;cJl goml st:1 ff who'll do n qood job.
Cl i/\IfUv1/\N

F~DSENTHAL:

01<. 1\nd now---
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MR.

: Some of it's a good staff.

CHAIRMAN ROSENTHAL: Well. (Chuckles.)
MR. WYSE: It's a good staff.
CHAIRMAN ROSENTHAL:

Sylvia Siegel, Executive Director of Toward Utility Rate

Normanalization (TURN). And I see that we missed you yesterday, but I understand you were fighting
wiring charges at a news conference.
MS. SYLVIA M. SIEGEL: We were fighting the effects of competition, Senator.
CHAIRMAN ROSENTHAL: OK.
MS. SIEGEL: I apologize for appearing here late today. Yesterday's action apparently carried over
until this morning and has some bearing on your hearing today because the deregulation of inside wiring
by the Federal Communications Commission has had a tremendous fallout here in California. Not only
has it created utter confusion in the whole consumer world out there, but it has forced I think Pacific Bell
--I might even be defending them-- it has forced Pacific Bell to get into a program that had no approval
and I think is deceptive and wrong and what we did yesterday was ask the Public Utilities Commission to
issue a cease and desist order under their own authority in this jurisdiction to stop that program and
revert the inside wiring maintenance feature back to its former status; that is, without charge.
Additionally, we asked the Commission to join with TURN in appealing to the Federal Communications
Commission to modify their decision and get rid of this inside wiring deregulation program. And thirdly,
we asked the Commission and I in a while will ask this committee and this house to join in seeking relief at
the U.S. Senate and House of Representatives level, particularly in initiating a contact with Senator
Ernest Hollings, the new chair of the Senate Commerce Committee. I'm saying this after coming from a
national convention of the State Utility Council which we participated in in Phoenix last year as well as
having heard the remarks of a number of people at the NARUC convention which met at the same time.
I guess everybody concludes that there may be some hopeful relief looking to the U.S. Congress on
this whole mess that has resulted from telephone deregulation, which has caused local rates to go up 25
percent and all the long distance rates have gone down somewhat. I notice, for example, in the latest
announcement that AT & T made on lowering their long distance rates that I believe over 11! percent of
the reduction was allocated entirely to the large industrial---large business users, I should say, who make
the bulk of the telephone calls during the day. On the other hand, the residential users, who are probably
the big evening telephone users for long distance, got a minimal decrease. And so it goes. "SPF to SLU",
an arbitrary concept that was dreamed up by somebody -- it has no reality in fact; there have been no
studies, really, on it-- would shift some of the costs of the long distance carrier to the local carriers. We
meet this time and again in every field. I'll confine my remarks today to the telephone communications
field.
Just to give a concrete example on this inside---what I call the inside wiring caper, you have our
press release; or if you don't, it'll be distributed to you. If a serviceman comes out from Pac Bell on
complaint to the customer's premises to see where the difficulty is, he examines the wire leading into the
house, in the customer's part of the wire, at that point the bulk of the ratepayers are paying for the cost
of sending that serviceman out. They're paying for the labor cost, for the truck, for the depreciation,
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etc. At that point, the serviceman puts a device on the wire and he can-- or I assume this is the way it's
done-- and he can tell whether it's the company's side of the wire or the house side of the wire, and he will
inform the customer that it's your side of the wire, you have a choice. You can hire me at $65 an hour, or
you can go out and find somebody else to do it, you can fix it yourself, or you can join our insurance plan at
50¢ a rnonth in perpetuity. The facts are that a house call isn't necessary once about every 12 years, so if
you figure that out for an insurance plan that will cost you $72, you'll get coverage of a high cost service
call of $65 that you shouldn't have to incur in any case. 1\11 of this should be part of the normal service.
So here we haven subsidized part that is the part where the serviceman comes up to the point of
telling him, it's your part of the wire and you have to fix it. The bulk of the ratepayers are subsidizing
that and will continue to under this inside Niring deregulation problem. The customer will pay the $65;
let's assume they make that choice. If he came to my house, I'm a mechanical klutz. I can identify a wire,
but that's about it. I wouldn't know how to fix it. And the guy is here already, so I'll eat bread next week,
you fix it for $65 even though I hate you, Mr. Serviceman, for bleeding me like that. But more likely than
not, customers will react in that fashion.

That $65 doesn't accrue on the accounting books to the

ratepayer; that goes to the stockholder. It 1s a moneymaking scheme. Now, I don't know that that was the
intention of Pac Bell. They may be perfectly innocent; and believe it or not, I'm willing them the benefit
of the doubt. The problem is a terrible problem. We can eliminate it if all of us together engage in the
suggested course of action.
CHAIRMAN ROSENTHAL: Just one question. According to our information, it automatically goes
into effect January the first.
MS. SIC GEL: That's right, but we think it can be stopped here in Cali forniu. California can assert
its own jurisdiction in spite of the claims that FCC preempts California. That's not true. California and
other states won a very important Supreme Court decision recently on a similar question. This one
involved depreciation methodology. The states won. The states do have the right to determine their own
depreciation methodology.
I think politically, Senator, and I'm not a politician --::::::HAIRMAN ROSENTHAL: (Inaudible.) (Laughter.)
'liS. SIEGEL: But my feeling, bringing it ho11e from Phoenix where this conference was, is that
politically the opportune time is now to try and change sorne of these things.
'Jaw, you're talking about competition and I hear rate stabilizgtion and flexibility and my hair
stands on end. How many times do we have to hear these---these business---company-, Pac 9ell-, AT&Tdictated buzzwords?

They're all included in the directory that was first published by the American

Telerhone and Telegraph Company in 1970. If each of you would like a copy of that manual of how to
implement local measured service, it applies to all co.11panies, I'll be happy to send you a copy. And that
gives you chapter and verse of where each one of these parts fit. And I'm talking about flexibility and
rate stabilization as one of the parts in this total program.
The rate stabilization is a misnomer. It's rate stabilization in the eyes of Pac Bell according to Pac
Bell's "dream wish list." The wish list is dictated by this guide that I referred to. What they want to do is
freeze rates for three years until 1989 based on the proposed rates that Pac 3ell put into the record
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before the PUC. That included invoking a new measured service rate of 130 calls. That too is part and
parcel of the total plan, in quotes. The plan is to hike the unlimited flat rate service as high as it can go
and then shift people over to a measured service, selling them a bill of goods that it's lower cost. Then
when that happens, they can take the cap off the unlimited service and start charging by each minute of
use. And then, indeed, they have a steady revenue stream. That's what they meant by rate stabilization
plan. The facts are they're not due to come in again untill989 for a rate review, so that was a phony kind
of program.
The time is running out, and I can't even begin to tell you---all I can caution you is that flexibility is
a buzzword that's an anti-consumer buzzword, that gives the company extreme latitude in charging and
shifting burdens any way they wish. And if you don't know it, I know it. I don't trust them as far as you can
throw a piano.
SENATOR KEENE: (Inaudible.)
MS. SIEGEL: Even a small one, Senator Keene.
SENATOR KEENE: (Inaudible.)
MS. SIEGEL: I think what the Senator said here is absolutely right. You have seen it. I was here
until Labor Day weekend trying to defeat a bill that we had introduced that all the utilities converted to
their purposes including flexibility, rate stabilization, removing AT & T from regulation. Don't you do it!
We need you to give us the protection we require to have universal telephone in this state. And if it
doesn't happen, then I tell you: Soon I'm going to retire and I will start electioneering; and everybody will
hear what's happening. Thank you.
CHAIRMAN ROSENTHAL: Senator Morgan.
MS. SIEGEL: Not real soon, Barry.
SENATOR MORGAN:

It sounds like, Ms. Siegel, that you're really advocating your own little

Boston Tea Darty.
MS. SIEGEL: No, I'm not advocating my own Boston Tea Party.
SENATOR MORGAN: ·You are.
MS. SIEGEL: I'm advocating caution.
SENATOR MORGAN: But you're suggesting to Pac Bell to ignore the fed regs, do nothing to
accommodate it, just defy it.
MS. SIEGEL: Well, I'm suggesting that Pac Bell---that the PUC order a cease and desist order.
They can do it. Then Pac Bell is protected.
SENATOR MORGAN: And take the risk of any penalties that come down for defying the federal
regs?
MS. SIEGEL: It'll end up in court. That's the risk. And we won in court once. We can win in court
again. The political climate is such if we can win in Congress. I'm a cockeyed optimist, but I wouldn't be
here this long if I weren't.
CHAIRMAN ROSENTHAL: Any further questions? I want to thank you. As everyone has heard,
there are---these are complex issues, many divergent interests. Competition is often a rallying cry in
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the telecommunications market, but we must make sure, make sure, it doesn't become a detriment to
telephone consumers, to the telephone customers.
Thank you very much.
--ooOoo--
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